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Richa rd L. S a llquis t
S ALLQUIS T, DRUMMOND & O'CONNOR, P .C.
4500 S . Lakeshore  Drive , Suite  339
Tempe , Arizona  85282
Te le phone : (480)-839-5202
Fa x: (480) 345-0412
Attorne ys  for Utility S ource , L.L.C.

5

BEFORE THE ARIZONA CORPORATION COMMISSION
6

7 DOCKET NO. W-04325A-06-

8 APPLICATION

9

10

IN THE MATTER OF THE
APPLICATION OF UTILITY SOURCE,
L.L.C. FOR A DETERMInATION OF
THE CURRENT FAIR VALUE OF ITS
UTILITY PROPERTY AND FOR AN
INCREASE IN ITS WATER AND
WASTEWATER RATES AND
CHARGES FOR UTILITY SERVICES

11

)
)
)
)
)
)
)
)
)

12

1 3

14

Utility S ource , L.L.C., (he re ina fte r re fe rre d to a s  "Utility S ource " or the  "Compa ny"), by

and through the  unders igned counse l, he reby submits  its  ra te  increase  applica tion and in support

of sa id applica tion s ta te  a s  follows:
1 5

1. Utility S ource  is  a uthorize d to provide  wa te r a nd wa s te wa te r s e rvice  in portions  of
16

Coconino County, Arizona .
17

2. The  Compa ny is  pre s e ntly providing s e rvice  unde r the  ra te s  a nd cha rge s  a uthorize d
18

19
by the Commission in Decision No. 67446, dated January 4, 2005, which Decision required this

filing.
20

3. The Company hereby requests the Commission grant an increase in its water rates
21

22
a nd cha rge s  a s  conta ine d in the  Ra te  Applica tion which wa s  pre pa re d in a ccorda nce  with AAC

R14-2-103 for Cla ss  C companie s , and which is  a tta ched he re to a s Exh ib it A a nd incorpora te d
23

here in for a ll purposes .
24 EXHIBIT

36100.00000.138 A-~1

ll I



1 4. The  Compa ny he re by re que s ts  a n incre a s e  in its  wa s te wa te r ra te s  a nd cha rge s  a s

2 conta ine d in the  Ra te  Applica tion which wa s  pre pa re d in a ccorda nce  with AAC R14-2-103 for

3 Cla ss  C compa nie s , a nd which is  a tta che d he re to a s Exh ib it B a nd incorpora te d he re in for a ll

4 purposes.

5 5. The  Compa ny's  Cos t of Ca pita l is  s e t forth  in  the  S che dule s  a tta che d he re to  a s

6 Exh ib it  D and incorpora ted he re in for a ll purposes .

7 6. The  s upporting te s timony of the  Compa ny's  ra te  cons ulta nt, Thoma s  J . Boura s s a

8 s upporting the  Wa te r Applica tion, the  Wa s te wa te r Applica tion, a nd the  Cos t of Ca pita l, a re

9 a tta che d he re to a s Exhibits D, E, and F re s pe ctive ly a nd a re  incorpora te d he re in by this

10 re fe rence  for a ll purposes .

11 7. The  propose d form of Ta riff for wa te r a nd wa s te wa te r s e rvice  is  a ppe nde d he re to a s

12 Exh ib it  G a nd incorpora te d he re in by this  re fe re nce  for a ll purpos e s . The  s pe cific te rms  a nd

1 3 conditions  of tha t Ta riff a re  he re by re que s te d to be  a pprove d by the  Commis s ion. The  Ta riff

14 will the n  be  s ubmitte d  a t the  conc lus ion  o f th is  ma tte r a s  a  Complia nce  F iling  with  the

1 5 Commis s ion 's  ma nda te d  cha nge s  in  the  Te rms  a nd  Conditions  a nd  with  the  Commis s ion

16 approved Rates and Charges.

1 7 8. Notice  of this  Applica tion will be  provide d in a ccorda nce  with the  P roce dura l Orde r

1 8 is sued in this  docke t.

19 WHEREFORE, the  Company re spectfully reques t tha t the  Commiss ion process  this  Ra te

20 Applica tion a s  expeditious ly a s  practicable , and the rea fte r is sue  an orde r granting the  reques ted

21 re lie f and such othe r re lie f a s  the  Commiss ion may deem appropria te .

22

23

24

36100.00000.138
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Respectfully submitted this day of May, 2006.l
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ON

5

6

7

8

S ALLQ S T, DRUM & O'CONNOR, P .C.

By U / L I
Richa rd L. S a llquis t
4500 S . Lakeshore  Drive , Suite  339
Te mpe , AZ 85282
Attorne ys  for Utility S ource , L.L.C.

9 Origina l a n fifte e n copie s  of the  fore going
file d this I da y of Ma y, 2006,
with :1 0

11

12

Docke t Control
Arizona  Corpora tion Commis s ion
1200 West Washington
P hoe nix, Arizona  85007
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1 6

1 7

1 8
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9 P ropos e d form of Ta riff
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BEFORE THE ARIZONA CORPORATION COMMISSION
1

2

3

4

5

6

7

8

9

10

IN THE MATTER OF THE
APPLICATION OF UTILITY SOURCE,
L.L.C. - SEWER DIVISION, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN
ITS R.ATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.

DOCKET NO: SW-

11

12

1 3

14
WATER DIVISION

SUPPORTING RATE SCHEDULES

1 5 THOMAS J. BOURASSA

16

1 7

1 8

1 9

20

21

22

23

EXHIBIT A
36100-00000.139



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Schedule A-1
Page 1
Witness: Bourassa

Line
No .

Fair Value Rate Base $ 3,079,513

Adjusted Operating Income

Current Rate of Return

(77,896)

-2.53%

$ 323,349Required Operating Income

Required Rate of Return on Fair Value Rate Base 10.50%

$ 401 ,245Operating Income Deficiency

Gross Revenue Conversion Factor 1 .0000

Increase in Gross Revenue
Requirement $ 401,245

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Customer
Classification
(Residential Commercial, lrriqationl
3/4 Inch Residential
1 1/2 inch Commercial
2 Inch Commecrial

$ 76,792
2,397
3,868

$ 254,546
8.085

13,092

$ 177,754
5,689
9,224

Revenue Annualization 6,121 20,441 14,320

Proforma Revenues 83,560 277,740 194,180

231 .47%
237.34%
238.46%

0.00%
233.95%

0.00%
232.38%

0.00%
232.24%Subtotal $ 172,738 $ 573,904 $ 401,166

Other Water Revenues 1 .657 1,657 0.00%
0.00%
0.00%

230.03%Total of Water Revenues (a) $ 174,395 $ 575,562 $ 401,166

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
LG
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES:
B-1
C-1
C-3
H-1



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Summary of Results of Operations

Exhibit
Schedule A-2
Page 1
Witness: Bourassa

Description
Gross Revenues

Proiected Year
Test Year Present Proposed

Prior Years Ended Actual Adjusted Rates Rates
12/31/2003 12/31/2004 12/31/2005 12/31/2005 12/31/2006 12/31/2006

$ .. $ 46,498 $ 84.647 $ 174,328 $ 174,328 s 575,573

Revenue Deductions and
Operating Expenses

70,864 227,355 252,224 252,224 252,224

Operating Income $ $ (24,366) $ (142,708) $ (77,896) $ (77,896) $ 323,349

Other Income and
Deductions

Interest Expense

Net Income $ $ (24,366) $ (142,708) $ (77,896) $ (77,896) $ 323,349

Earned Per Average
Common Share (0.05) (031) (0,17) (0.17) 0.70

Dividends Per
Common Share

Payout Ratio

Return on Average
Invested Capital 0.00% -132.66% -8.49% -212.05% 358.45% -1487.94%

Return on Year End
Capital 0.00% -66.33% -4.29% -212.05% 97.13% -403.19%

Return on Average
Common Equity 0.00% -133.09% -8.49% 3340.93°/> -2.37% 9.27%

Return on Year End
Common Equity 0.00% -66.54% -4.29% 188,70% -2.40% 8.86%

Times Bond Interest Earned
Before Income Taxes

Times Total Interest and
Preferred Dividends Earned
After Income Taxes

Line

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES
C-1
E-2
F-1



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Construction Expenditures
and Gross Utility Plant in Service

Exhibit
Schedule A-4
Page 1
Witness: Bourassa

Line
No .

Construction
Expenditures

Net Plant
Placed

in
Service

Gross
Utility
Plant

in Service

Prior Year Ended 12/31 /2002

Prior Year Ended 12/31/2003

Prior Year Ended 12/31/2004

Test Year Ended 12/31/2005 3,420,464 3,420,464 3,420,464

Projected Year Ended 12/31/2006 3,420,464

1
2
3
4
5
6
7
8
9

1 0
11
12
1 3
14
15
1 6
17
1 8
1 9
20

SUPPORTING SCHEDULES;
B-2
E-5
F-3



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 3,420,464
58,465

$ 3,420,464
58,465

Net Utility Plant in Service $ 3,361,999 $ 3,361,999

Less:
Advances in Aid of

Construction
Contributions in Aid of

Construction - Net of amortization
Customer Meter Deposits
Deferred Income Taxes & Credits
Investment tax Credits

294,745 294,745

Pius:
Unamortized Finance
Charges

Deferred Tax Assets
Allowance for Working Capital 12,259 12,259

Total Rate Base $ 3,079,513 $ 3,079,513

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

SUPPORTING SCHEDULES:
B-2
B-3
B-5
E-1



Utility Source, LLC - Water Division
Test Year Ended December 31 , 2005

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule B-2
Page 1
Witness: Bourassa

Actual
at

End of
Test Year

Proforma Adjustments
Label Amount

Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 3,420,464 $ 3,420,464

Less :
Accumulated
Depreciation 116,024 1 (57,559) 58,465

Net Utility Plant
in Service $ 3,304,440 $ 3,361,999

Less:
Advances in Aid of
Construction 2 294,745 294,745

Contributions in Aid of
Construction - Net

Customer Refundable Meter Deposits
Deferred Income Tax Liability
Investment Tax Credits

Plus:
Unamortized Finance
Charges

Deferred Income Tax Asset
Working capital 3 12,259 12,259

Total $ 3,304,440 $ 3,079,513

Line

Q S
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

32
33
34
35
36
37
38
39
40
41
42
43
44

SUPPORTING SCHEDULES:
B-2, pages 2-4
E-1

RECAP SCHEDULES:
B-1



Utility Source, LLC - Water Division
Test Year Ended December 31 , 2005

Original Cost Rate Base Proforma Adjustments
Adjustment 1

Exhibit
Schedule B-2
Page 2
Witness: Bourassa

Accumulated Depreciation Adjustment

Computed Balance
Balance per Company Schedule E-1
Difference

$

$

58,465
116,024
(57,559)

Increase (Decrease) to Accumulated Depreciation $ (57,559)

Line

M ;
1
2
3
4
5

6
7
8
g
10
11

12
13
14
15
16
17
18
19
20

SUPPORT\NG SCHEDULES
B-2, pages 2a-2c
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Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Original Cost Rate Base Proforma Adjustments
Adjustment 2

Exhibit
Schedule B-2
Page 3
Witness: Bourassa

Unrecorded developer Advances-in-Aid of Constrcution

Flagstaff Meadows LXA $ 294,745

Line

n
1
2
3
4
5
6
7
8

g
10
11
12
13
14
15
16
17
18
19
20

Increase (Decrease) to Advances-in-Aid of Construction $ 294,745



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Computation of Working Capital

Exhibit
Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Material and Supplies Inventories
Prepayments

$ 10,747
1.512

Total Working Capital Allowance $ 12,259

Working Capital Requested $ 12,259

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
B-1



Utility Source, LLC . Water Division
Test Year Ended December 31, 2005

Income Statement

Exhibit
Schedule C-1
Page 1
VWtness: Bourassa

Line
M

Test Year
Book

Results Label Adiustment

Test Year
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 82,989 4/5 $ 89,681 $ 172.670 $ 401,245 $ 573,915

$
1,657

84,647 $ 89,681 $
1.657

174,328 s 401,245 $
1 .657

575,573
Operating Expenses

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing

s s $

36,292
530

8,747
4,292

20,630
a,s5a

36,292
530

8,747
4,292

20,630
8,553

36,292
530

8,747
4,292

20,630
8.553

3 12,500
30,722

116.024 1 907

12,500
30,722

116,931

12,500
30,722

116,931

Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

1 ,564 2 11,462 13,026 13,026

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

$
$

227,355
(142,708)

$
$

24,869
64,812

$
$

252,224 $
(77,896) $ 401,245

$
$

252,224
323,349

Total Other Income (Expense)
Net Profit (Loss)

$
$

$
$

$
$(142,708) 64,812

- s
(77,896) $ 401 ,245

$
$ 323,349

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

SUPPORTING SCHEDULESZ
C-2
E-2

RECAP SCHEDULES:
A-1



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses

Exhibit
Schedule C~2
P age  I
Witness: Bourassa

1
Depreciation

Expense

;
Property
Taxes

§
Intentionally
Left Blank

Subtotal

Revenues

Adiustments Io Revenues and Expenses

_3 2
Rate Case Revenue
Expense Annualization

6,121

Q
Proforma
Revenues

83.560 B9,6B1

Expenses 907 11,462 12,500 24,869

Operating
Income (907) (11 ,462) (12,500) 6,121 83,560 64,812

Interest
Expense

Other
Income I
Expense

Net Income (907) (11,462) (12,500) 6.121 83,560 64,812

7
intentionally
Le11 Blank

§
Intentionally
Left Blank

Adiustments to Revenues and Expenses

3 L
Intentionally Intentionally
Lei! Blank Left Blank

intentionally
LeR Blank

L
Intentionally
Le11 Blank

Subto\aI

Revenues 89,681

Expenses 24,869

Operating
Income 64,812

Interest
Expense

Other
Income /
Expense

Net Income 64,812

L
Intentionally
Lef! Blank

L
intentionally
Lef[ Blank

Adiustments to Revenues and Expenses

L l a
intentionally Intentionally
Left Blank Left Blank

L
Intentionally
Left Blank

5_3
intentionally
Left Blank

Tota l

Revenues 89,681

Expenses 24,869

Operating
Income 64,812

Interest
Expense

Other
lnoame /
Expense

Line

M
1
2
3
4
5
a
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36

37
38
39
40
4 1
42
4 3
4 4
45
46
47
4 8
49
50
51
52
53
54
55
56 Net Income 64,812



Utility Source, LLC - Water Divis ion
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Schedule C-2
Page 2
Witness: Bourassa

Depreciation Expense

Original Cost
Depreciation

ExD€l'lse

210,000
109,250 3.638

2,233,883 74,388

87,400
161,494

5,487
345,000
147,200
86,250

4,370
20,187

183
7.659
z,944
2,872

Account

M L
301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Descript ion
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res,
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs 8 Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

84,500

Proposed
Rate

0.00%
0.00%
0.00%
3.83%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
2.22%
2.00%
3.33%
s.aa%
2.00%
6.67%
6.67%
6.67%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

690

TOTALS $ 3,420,464 $ 116,931

Other

$ $

Post Test Year Plan! per B-2

Total PTY Plant $ $

Less: Amortization of Contributions - Balance End of TY $ 34186% $

Total Depreciation Expense $ 116,931

A<1justed Depreciation Expense s 116,931

Test Year Depreciation Expense $ 116,024

Increase (decrease) in Depreciation Expense 907

Line

M l
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
48
49
50
51
52
53
54
55
56
57
58
59

60
61

62
63

Adjustment to Revenues and/or Expenses $ 907



Utility Source, LLC -WaterDivislon
Test Year Ended December 31, 2005

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Schedule C-2
Page 3
Witness: Bourassa

$

$
$

174,328
174,328
575,573
308,076
616,152

Adjusted Revenues in year ended 09/31/05
Adjusted Revenues in year ended 09/31/05
Proposed Revenues
Average of three year's of revenue
Average of three years of revenue, times 2
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment

s

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 616,152
2350%

144,796
B.9963%

Property Tax
Tax on Parcels

13,028
0

$Total property Tax at Proposed Rates
Property Taxes in the test year
Change in Property Taxes $

13,025
1,564

11,462

Line
N L
1 Adjust Propertv Taxes to Reflect Proposed Revenues:
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26

27
28

Adjustment to Revenues and/or Expenses $ 11,462



UtilitySource, LLC - Water Division
Test Year Ended December 31, 2005

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Schedule C~2
Page 4
Witness: Bourassa

Rate Case Expense

Estimated Rate Case Expense $ 50,000

Estimated Amortization Period in Years 4

Annual Rate Case Expense $ 12,500

Test Year Rate Case Expense $

increase(decrease) Rate Case Expense $ 12 ,500

Line

MCL
1
2
3
4
5
6
7
8
g

10
11

12
13

14
15
16
17
18
19
2 0

Adjustment toRevenue and/or Expense $ 12,500



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Schedule C-2
Page 5
Witness: Bourassa

Revenue Annualization

Revenue Annualization $ 6.121

Total Revenue from Annualization $ 6,121

Adjustment to Revenue and/or Expense $ 6,121

SUPPORTING SCHEDULES
C-2
H-1

Line

1
2
3
4
5
6
7
8

g
10
11

12
13
14
15
16
17
18
19
20



Utility Source, LLC - Water Divis ion
Test Year Ended December 31, 2005

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Schedule C-2
Page 6
Witness: Bourassa

Proforma Customer Growth

$

Projected Customer Growth 3/4 Inch Meter
Average Bill
No. of bills
Total Revenues from Projected Growth $

350
19,90

12
83,560

Adjustment to Revenue and/or Expense $ 83,560

Line
No.

1
2
3
4
5
6
7

8
9

10

11
12
13
14
15
15
17
18
19

SUPPORTING SCHEDULES
C-2
H-1



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Computation of Gross Revenue Conversion Factor

Exhibit
Schedule C-3
Page1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
0.00%

State Income Taxes 0.00%

Other Taxes and Expenses 0.00%

Total Tax Percentage 0.00%

Operating Income % = 100% - Tax Percentage 100.00%

Gross Revenue Conversion Factor1
Operating Income % 1.0000

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-1



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Summary of Cost of Capital

Exhibit
Schedule D~1
Page 1
Witness: Bourassa

End of Test Year End of Protected Year

Item of Capital
Long-Term Debt

Dollar
Amount

Percent
of

Total
000%

(e)
Cost
Rate
0.00%

Weighted
Cost

000%

Dollar
Amount

Percent
of

Total
000°/o

Ce)
Cost
Rate
0.00%

Weighted
Cost
0.00%

Stockholder's Equity (1) 3,383,299 10.50% 10.50% 3,706,547 100,00°/> 1050% 10.50%

Totals 3,383,299

100590%

100.00% 10.50% 3,706,647 100.00% 10.50%

(1) Increase Equity for ND adjustment 1, B-2, page 1 s 57,559

Line

1
2
3
4
5

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

SUPPORTING SCHEDULES:
D-1
D-3
D-4
E-1

RECAP SCHEDULESz
A-3



3
3173

o o o o o o o o o
Q Q Q Q Q Q Q Q Qo o o o ooo oo

8o
Qo

.31 8
g

'Jo9 2
2 8E

o o o o o o o o o
Q q q q q q q q qo o o o o o o o o

a
I I I I I l I I I I

Zri

(W
w
U)

8
q t 3om
9:,_,A3° a>: mc

LU(/JD.

ma>

-'a38:2<5

m
a>
>-
' c
2o
.Q
o
a
o

' u
C
LlJ I I I I I I I | I I

E
E C

'c: Cm..»
83
O ea

' u

8 'aon o
8 O

o o o o
Q Q Q Q Q Q Q Q Qo o o o o o o o o

8Q
Qo

_-
w °'l

ax cu
'5 M
9... o o o oo o o oo

Q Q Q Q Q Q Q Q Qo o o oo o o oo

I I I I I I I I I I4-1
(D

x.
m
G)

> -

w
| -
4-
o
'U
C
LU

"'m'l7>
3 8

<

I I I I I I I I I I
E E'U3 c
G scm

8 he

.38

.8~
E 58
858
"EE3 8 ,
001-402°
-p33
8*"a
§"'%
u>8o

§-5
D l -

C

(
\

I

_w
Ru4-1
o

1- (
*T*UJl

Q) ..§Z°\-nc'><r».n<or\ooou°,_N'°_I
q- LD (D|\ of m o
v' W \- \ - \ - N (\



Utility Source,LLC - Water Division
Test Year Ended December 31, 2005

Cost of Preferred Stock

Exhibit
Schedule D-3
Page 1
Witness: Bourassa

End of Test Year End of Protected Year

Description
of Issue

Shares
Outstanding Amount

Dividend
Requirement

Shares
Outstanding Amount

Dividend
Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

Line
No .
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
(a) E-1

RECAP SCHEDULES:
(a) D-1



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Cost of Common Equity

Exhibit
Schedule D-4
Page 1
Witness: Bourassa

Line
No .

The Company is proposing a cost of common equity of 105%
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
1 8
1 9
20

SUPPORTING SCHEDULES:
(a) E-1

RECAP SCHEDULES:
(a) D-1



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Comparative Balance Sheets

Exhibit
Schedule E-1
Page 1
Witness: Bourassa

Line
No .

Test
Year

Ended
12/31/2005

Year
Ended

12/31/2004

Year
Ended

12/31/2003
ASSETS

Plant In Service $ 3,420,464 s s

Non-Utility Plant
Construction Work in Progress
Less: Accumulated Depreciation
Net plant $

(116,024)
3,304,440 $ $

Debt Reserve Fund $ $ $

$ $ $

$ 1,883 $ 22,589 $
CURRENT ASSETS

Cash and Equivalents
Restricted Cash
Accounts Receivable, Net
Unbilled Revenues
Materials and Supplies
Prepayments
Other Current Assets
Total Current Assets

20,040 14,145

$ 21,923 $ 36,734 $

Deferred Debits $ $ $

Other Investments & Special Funds $ $ $

TOTAL ASSETS $ 3,326,363 $ 36,734 $

LIABILITIES AND STOCKHOLDERS' EQUITY

Common Equity $ 3,325,740 $ 36,617 $

Long-Term Debt $ $ $

$ $ s

$
623
623 $

118
118 $

CURRENT LIABILITIES
Accounts Payable
Current Portion of Long-Term Debt
Payables to Associated Companies
Customer Meter Deposits, Current
Accrued Taxes
Accrued Interest
Other Current Liabilities
Total Current Liabilities

DEFERRED CREDITS
Customer Meter Deposits, less current
Advances in Aid of Construction
Accumulated Deferred Income Taxes
Contributions In Aid of Construction, Net
Asset Retirement Obligations
Total Deferred Credits

$ $ $

$ $ $

Total Liabilities & Common Equity $ 3,326,363 s 36,734 $

1
2
3
4
5
e
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57

SUPPORTING SCHEDULESz
E-5



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Comparative Income Statements

Exhibit
Schedule E-2
Page 1
Witness: Bourassa

Test
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Prior
Year

Ended
12/31/2003

$ 82,989 $ 46,498 $
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues
Operating Expenses

$
1,657

84,647 $ 46,498 $

$ $ $

36,292
530

8,747
4,292

20,630
8,553

18,047

2,418
181

34,516
15,481

Rate Case
30,722

116,024
221

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Regulatory Commission Expense -
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

1 .564

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

$
$

227,355 $
(142,708) $

70,864 $
(24,366) $

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37

Total Other Income (Expense)
Net Profit (Loss)

$
$

- s
(142,708) $

- s
(24,366) $



Acct.

No.

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs 8t Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Plant Held for Future Use

Plant Description

Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Detail of Plant in Service

$

Plant
Balance

at
12/31/2004

Exhibit
Schedule E-5
Page 1
Witness: Bourassa

$

Plant
Additions,

Reclass-

ications or
or

Retirements

2,233,883

87,400
161,494

5,487
345,000
147.200
86,250

210,000
109,250

34,500

$

Plant
Balance

at

12/31/2005

2,233,883

87,400
161,494

5,487
345,000
147,200
86,250

210,000
109,250

34,500

TOTAL WATER PLANT $ $ 3,420,464 $ 3,420,464

Line

No.

1
2

3

4
5

6
7

8

9

10

11

12

13

14
15

16
17
18

19

20

21
22

23

24
25

26

27

28

29

30

31

32

33

34

35

36

37

SUPPORTING SCHEDULES RECAP scHEDuLEs;
A-4
E-1



utility Source, LLC - Water Division
Test Year Ended December 31 , 2005

Operating Statistics

Exhibit
Schedule E-7
Page 1
Witness: Bourns

Test
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Prior
Year

Ended
12/31/2003

WATER statistics;

Total Gallons Sold (in Thousands) 19,596 0 0

Water Revenues from Customers: $ 82,989 $ $

Year End Number of Customers 337

Annual Gallons (in Thousands)
Sold Per Year End Customer 58 0 0

Annual Revenue per Year End Customer $ 246.26 $ $

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Pumping Cost Per 1,000 Gallons
Purchased Water Cost per 1,000 Gallons

$
$

1.8521 $
$

$
$



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Taxes Charged to Operations

Exhibit
Schedule E-8
Page 1
Witness: Bourassa

Test
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Prior
Year

Ended
12/31/2003

Description

$ $ $Federal Income Taxes
State Income Taxes
Payroll Taxes
Property Taxes 1 ,564

Line
No.

1
2
3
4
5
6
7
8

9
10
11
12
13
14

Totals $ 1,564 $ $



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Notes To Financial Statements

Exhibit
Schedule E-9
Page 1
Witness: Bourassa

The Company does conduct independent audits



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Projected Income Statements - Present & Proposed Rates

Exhibit
Schedule F-1
Page 1
Witness: Bourassa

Test Year
Actual
Results

At Present
Rates
Year

Ended
12/31 /2006

At Proposed
Rates
Year

Ended
12/31/2006

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 82,989 $ 172,670 $ 573,915

$
1,657

84,647 $
1,657

174,328 $
1,657

575,573
Operating Expenses

$ $ $

36,292
530

8,747
4,292

20,630
8,553

36,292
530

8,747
4,292

20,630
8,553

36,292
530

8,747
4,292

20,630
8,553

30,722
116,024

12,500
30,722

116,931

12,500
30,722

116,931

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - health and Life
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

1 ,564 13,026 13,026

$
$

227,355 $
(142,708) $

252,224 $
(77,896) $

252,224
323,349

Line
No.
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets

Total Other income (Expense)
Net Profit (Loss)

$
$

$
(142,708) $

$
(77,896) $ 323,349



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005
Projected Construction Requirements

Exhibit
Schedule F-3
Page 1
Witness: Bourassa

2006Test Year

$ $

210,000
109,250

2,233,883

87,400
161,494

5,487
345,000
147,200
86,250

Account
Number

301
302
303
304
306
307
310
311
320
330
331
333
334
335
339
340
341
343
344
345
346
348

Plant Asset:
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Lake, River and Other Intakes
Wells and Springs
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Semices
Meters
Hydrants
Plant Structures and Improvements
Office Furniture and Fixtures
Transportation Equipment
Tools and Work Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

34,500

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

28
29
30

Total $ 3,420,464 $

i



Utility Source, LLC - Water Division
Test Year Ended December 31, 2005

Assumptions Used in Rate Filing

Exhibit
Schedule F-4
Page 1
Witness: Bourassa

Property Taxes were computed using the method used by the Arizona Department
of Revenue

Projected construction expenditures are shown on Schedule A-4.

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15

Expense adjustments are shown on Schedule C2, and are explained in the testimony.
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BEFCRE THE ARIZONA CORPORATION COMMISSION
1

2

3

4

5

6

7

8

9

1 0

IN THE MATTER OF THE
APPLICATION OF UTILITY SOURCE,
L.L.C..-- SEWER DIVISION, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN
ITS RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.

DOCKET NO: sw-

11

12

,l

1 3

14
SEWER DIVISION

SUPPORTING RATE SCHEDULES

15 THOMAS J. BOURASSA

16

1 7

18

19

20

21

22

23

EXHIBIT B
36100-00000.139



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Computation of increase in Gross Revenue
Requirements As Adjusted

Exhibit
Schedule A-1
Page 1
Witness; Bourassa

Line
No .

Fair Value Rate Base $ 1,401,953

Adjusted Operating Income

Current Rate of Return

(40,014)

-2850/0

$ 147,205Required Operating Income

Required Rate of Return on Fair Value Rate Base 10.50%

$ 187,219Operating Income Deficiency

Gross Revenue Conversion Factor 1.0000

Increase in Gross Revenue
Requirement $ 187,219

Present
Rates

Proposed
Rates

Dollar
Increas e

Percent
Increase

Customer
Classification
(Residential Commercial, Irrigation)
3/4 Inch Residential
1.5 Inch Commercial
2 Inch Commercial

$ 47,983
2,750
3.326

$ 127,970
7,334
8,872

$
$
$

79,988
4.584
5,545

Revenue Annualization 3.836 10,230 $ 6,394

Proforma Revenues 54,353 144.959 $ 90,606

166.70%
166.70%
166.70%

000%
166.70%

0.00%
166.70%

0.00%
166.70%Subtotal $ 112,248 $ 299,365 $ 187,117

Other Revenues 1 .657 1,657 0.00%
0.00%
0.00%

164.27%Total of Water Revenues (a) $ 113,905 $ 301,022 $ 187,117

I

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES:
B-1
C-1
C-3
H-1



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005
Summary of Results of Operations

Exhibit
Schedule A-2
Page 1
Witness: Bourassa

Description
Gross Revenues

Protected Year
Test Year Present Proposed

Prior Years Ended Actual Adjusted Rates Rates
12/31/2003 12/31/2004 12/31/2005 12/31/2005 12/31/2006 12/31/2006

$ - $ 28,031 $ 47,803 $ 113,905 $ 113,905 $ 301,124

Revenue Deductions and
Operating Expenses

44,113 134,582 153,919 153.919 153,919

Operating Income $ $ (16,083) $ (86,779) $ (40,014) $ (40,014) $ 147,205

Other Income and
Deductions

Interest Expense

Net Income $ $ (16,083) $ (86,779) $ (40,014) $ (40,014) $ 147,205

Earned Per Average
Common Share (0.03) (0.19) (0.09) (0.09) 0.32

Dividends Per
Common Share

Payout Ratio

Return on Average
Invested Capital 0.00% -155.67% -10.90% -193.65% -277.62% 1021.34%

Return on Year End
Capital 0.00% -77.83% -5.52% -193.65% -490.19% 1 B03.34%

Return on Average
Common Equity 0.00% -155.67% -10.90% -6099.84% -2.58% 895%

Return on Year End
Common Equity 0.00% -77.83% -5.52% 206.78% -2.61% 8.56%

Times Bond Interest Earned
Before Income Taxes

Times Total Interest and
Preferred Dividends Earned
After Income Taxes

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES
C-1
E-2
F-1



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Construction Expenditures
and Gross Utility Plant in Service

Exhibit
Schedule A-4
Page 1
Witness: Bourassa

Line
No .

Construction
Expenditures

Net Plant
Placed

in
Service

Gross
Utility
Plant

in Service

Prior Year Ended 12/31/2002

Prior Year Ended 12/31/2003

Prior Year Ended 12/31/2004

Test Year Ended 12/31/2005 1 ,624,802 1,624,802 1 ,624,802

Projected Year Ended 12/31/2006 1,624,802

1
2
3
4
5
6
7
8
9

1 0
11
1 2
13
1 4
15
16
1 7
1 8
19
20

SUPPORTING SCHEDULES:
B-2
E-5
F-3



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 1 ,624,802
32,797

$ 1 ,624,802
32,797

Net Utility Plant in Service $ 1,592,005 $ 1,592,005

Less:
Advances in Aid of

Construction
Contributions in Aid of

Construction - Net of amortization
Customer Meter Deposits
Deferred Income Taxes & Credits
Investment tax Credits
Plant Held for Future Use

197,973 197,973

Plus:
Unamortized Finance

Charges
Deferred Tax Assets
Allowance for Working Capital 7,921 7,921

Total Rate Base $ 1,401,953 $ 1,401,953

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

SUPPORTING SCHEDULES:
B-2
B-3
B-5
E-1



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule B-2
Page 1
Witness: Bourassa

Actual
at

End of
Test Year

Proforma Adjustments
Label Amount

Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 1 ,624,802 $ 1,624,802

Less:
Accumulated
Depreciation 65,422 1 (32,625) 32,797

Net Utility Plant
in Service $ 1 ,559,380 $ 1,592,005

Less:
Advances in Aid of
Construction 2 197,973 197,973

Contributions in Aid of
Construction - Net

Customer Refundable Meter Deposits
Deferred income Tax Liability
Investment Tax Credits
plant Held for Future Use

Plus:
Unamortized Finance
Charges

Deferred Income Tax Asset
Working capital 3 7,921 7,921

Total $ 1 ,559,380 $ 1,401,953

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

32
33
34
35
36
37
38
39
40
41
42
43
44

SUPPORTING SCHEDULES:
B-2, pages 2-4
E-1

RECAP SCHEDULES:
B-1



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Original Cost Rate Base Proforma Adjustments
Adjustment 1

Exhibit
Schedule B-2
Page 2
Witness: Bourassa

Line

M
Accumulated Depreciation Adiustment

$

1
2
3
4
5

Computed Balance
Balance per Company Schedule E-1
Difference $

32,797
65,422

(32,625)

Increase (Decrease) to Accumulated Depreciation $ (32,625)

6
7
8
g

1 0
11

1 2
13
14
t s
1 6
17
1 8
1 9
20

SUPPORTING SCHEDULES
B-2, pages 2a-2c
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Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Original Cost Rate Base Proforma Adjustments
Adjustment 2

Exhibit
Schedule B-2
Page 3
Witness: Bourassa

Unrecorded developer Advances-in-Aid of Constrcution

Flagstaff Meadows LXA $ 197,973

Line

1
2
3
4
5
6
7
8

g
10
11
12
13
14
15
16
17
18
19
20

Increase (Decrease) to Advances-in-Aid of Construction $ 197,973



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Computation of Working Capital

Exhibit
Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Material and Supplies Inventories
Prepayments

$ 7,921

Total Working Capital Allowance $ 7,921

Working Capital Requested $ 7,921

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
B-1



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Income Statement

Exhibit
Schedule C-1
Page 1
Witness: Bourassa

Line
No.

Test Year
Book

Results Label Adjustment

Test Year
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Fiat Rate and Metered Revenues
Misc. Service Revenues
Other Wastewater Revenues

$ 46,145 4/5/6 $ 66,103 $ 112,248 $ 187,219 $ 299,467

$
1 ,s57

47,803 $ 66,103 $
1.657

113.905 $ 187,219 $
1.657

301.124
Operating Expenses

s $ $

17,423 17,423 17,423

3,945
4,793
1,195

20,472
15,000

3,945
4.793
1,195

20,472
15,000

3,945
4,793
1 ,195

20,472
15,000

3 12,500
5,465

65,422 1 172

12,500
s,4es

65,594

12,500
5,465

65,594

Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Professional
Contractual Services - Testing
Contractual Services .. Other
Repairs and Maintenance
Rents
Transportation Expenses
insurance
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
income Tax

867 2 6,666 7,533 7,533

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

$
$

134,5B2
(86,779)

$
$

19,337
46,765

$
$

153,919 $
(40,014) $ 187,219

$
$

153,919
147,205

Total Other Income (Expense)
Net Profit (Loss)

$
s (86,779)

$
$ 46,765

$
$

- $
(40,014) $ 187,219

$
$ 147,205

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
15
17
18
19
20
21
22
23
24
25
26
27
2B
29
30
31
32
33
34
35
36
37
CB
39
40
41
42
43

SUPPORTING SCHEDULES:
C-2
E-2

RECAP SCHEDULES:
A-1



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses

Exhibit
Schedule C»2
Page 1
\Maness: Bourassa

1
Depreciation

EXD€hS8

_2
Property
Taxes

Adjustments to Revenues and Expenses
3

Rate Case
Expense

§
Proforma
Revenues

54,353

Subtotal

Revenues

LI
Unbilled

Revenues
7,914

§
Revenue

Annualization
3,836 66,103

Expenses 172 6.666 12,500 19,337

Operating
Income (172) (6,668) (12,500) 7,914 3,836 54,353 46,765

Interest
Expense

Other
Income /
Expense

Net Income (172) (6,G66) (12,500) 7,914 3.836 54,353 46,765

z
Intentionally
Len Blank

§
intentionally
Levi Blank

Adiustmenls to Revenues and Expenses

a L
Intentionally intentionally
Let Blank Left Blank

1 1
Intentionally
Left Blank

LE
Intentionally
LeR Blank

Subtotal

Revenues 66,103

Expenses 19,337

Operating
Income 46,765

Interest
Expense

Other
Income /
Expense

Net Income 46,765

L
Intentionally
Let Blank

l a
intentionally
Left Blank

Adiustments to Revenues and Expenses

L5 L
Intentionally Intentionally
LeR Blank Left Blank

LE
Intentionally
Left Blank

LB
Intentionally
Left Blank

Total

Revenues 66,103

Expenses 19,337

Operating
Income 46,765

Interest
Expense

Other
Income /
Expense

Line

MG
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16

17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
45
47
48
49
50
51
52
53
54
55
56 Net lncume 46,765



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Schedule C-2
Page 2
V\htr\ess: Bourassa

Depreciation ExDense

Original Cost
Depreciation

Expense

105,000
56,350
32,200

1.876
1.610

260,553 5,211

60,375 1 ,208

a,450 345

Account
No.
351
352
353
354
355
360
361
362
sea
364
365
370
371
380
381
382
389
390
391
393
394
395
398

Descript ion
Organization
Franchises
Land and Land Rights
Structures and Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Special Collecting Structures
Services to Customers
Flow Measuring Devices
Flow Measuring Installations
Receiving Wells
Pumping Equipment
Treatment and Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Plant and Misc. Equipment
Office Furniture and Equipment
Transportation Equipment
Tools, Shop and Garage Equipment,
Laboratory Equipment
Power Operated Equipment
Other TangiblePlant

1,106,874

Proposed
Rate

0.00%
0.00%
0.00%
3.33%
5.00%
2.00%
2.00%
2.00%
2.00%

10.00%
10.00%

3.33%
12.50%

5.00%
5.00%
3.33%
6.67%
6.57%

20.00%
5.00%

10.00%
5.00%

10.00%

55,344

TOTALS $ 1 ,624,802 $ 65,594

Other

$ $

Post Test Year Plant per B-2

Total PTY Plant s $

Less: Amortization of Contributions - Balance End of TY $ 4,037D% $

Total Depreciation Expense $ 65,594

Adjusted Depreciation Expense $ 65,594

Test Year Depredation Expense $ 65,422

Increase (decrease) in Depreciation Expense $ 172

Line

4 ;
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
87
38
39
40
41
42
43
44
45
45
46
47
48
49
50
51
52
so
54
55
56

57
58 Adjustment to Revenues and/or Expenses $ 172

59
60



Utility Source, LLC - Sewer Dlvlslon
Test Year Ended December 31, 2005

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Schedule C-2
Page 3
Witness: Bourassa

Adjust Property Taxes to Ret1ec:t Proposed Revenues:

$

$
$

113,905
113,905
301,124
176,311
352,623

Adjusted Revenues in year ended 09/31/05
Adjusted Revenues In year ended 09/31/05
Proposed Revenues
Average of three year's of revenue
Average of three years of revenue, times 2
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment

$

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 352,623
2 3 5 0 %
82,866

9.0903%

Properly Tax
Tax on Parcels

7,533
0

$Total Property Tax at Proposed Rates
Property Taxes in the test year
Change in Property Taxes $

7,533
887

6,666

Line
No.

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26

27
28

Adjustment to Revenues and/or Expenses $ 6,666



Utility Source, LLC - Sewer Division
Test Year Ended December 31 , 2005

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Schedule C-2
Page 4
Witness; Bourassa

Rate Case Expense

Estimated Rate Case Expense $ 50,000

Estimated Amortization Period in Years 4

Annual Rate Case Expense $ 12,500

Test Year Rate Case Expense $

Increase(decrease) Rate Case Expense $ 12,500

Line

1
2
3
4
5
6
7
8
9
10
11

12
13

14
15
16
17
LB
19
20

Adjustment to Revenue and/or Expense $ 12,500



Utility Source, LLC -SewerDivision
Test Year Ended December 31, 2005

Adjustment Io Revenues and Expenses
Adjustment Number 4

Exhibit
Schedule C-2
Page 5
\Mtnessl Bourassa

Unrecorded Revenues

Unrecorded Revenues s 7,914

Total $ 7,914

Adjustment to Revenue and/or Expense $ 7,914

Line

M L
1
2
3
4
5
6
7
8

g
10
11

12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
H-1



Utility Source, LLC - SewerDivision
Test Year Ended December 31, 2005

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Schedule C-2
Page 6
Witness: Bourassa

Revenue Annualization

Revenue Annualization $ 3.836

Total Revenue from Annualization $ 3,836

Adjustment to Revenue and/or Expense $ 3,836

Line

1
2
3
4
5
6
7
8

g
10
11

12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
C-2
H-1



Utility Source, LLC - SewerDivision
Test Year Ended December 31, 2005

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Schedule C-2
Page 7
Witness: Bourassa

Proforma Customer Growth

$
Projected Customer Growth 8/4 Inch Meter
Average Bill
No. of bills
Total Revenues from Projected Growth $

350
12.94

12
54,353

Adjustment to Revenue and/or Expense $ 54,353

Line

m
1
2
3
4
5
6
7

8
g

10

11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
0-2
H-1



utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Computation of Gross Revenue Conversion Factor

Exhibit
Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
0.00%

State Income Taxes 0.00%

Other Taxes and Expenses 0.00%

Total Tax Percentage 0.00%

Operating Income % = 100% - Tax Percentage 100.00%

Gross Revenue Conversion Factor1
Operating Income % 1.0000

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-1



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Summary of Cost of Capital

Exhibit
Schedule D-1
Page 1
V\litness: Bourassa

End of Test Year End of Protected Year

Line

M Item of CaDital
Long-Term Debt

Dollar
Amount

Percent
of

Total
0.00%

Ce)
Cost
Rate
0.00%

Weighted
Cost

000%

Dollar
Amount

Percent
of

Total
000%

(e)
Cost
Rate
0.00%

Weighted
Cost
0.00%

Stockholder's Equity (1) 1,604,435 100.00% 10.50% 10.50% 1,751,640 100.00% 10.50% 10.50%

Totals 1 ,604,4s5 100.00% 1050% 1,751.640 100.00% 10.50%

(1) Increase Equity for ND adjustment 1, B-2, page 1 s 32,625

1
2
3
4
5

6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

SUPPORTING SCHEDULES:
D-1
D-3
D-4
E-1

RECAP SCHEDULES:
A-3
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utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Cost of Preferred Stock

Exhibit
Schedule D-3
Page 1
Witness: Bourassa

End of Test Year End of Proiected Year

Line
No .

Description
of issue

Shares
Outstanding Amount

Dividend
Requirement

Shares
Outstanding Amount

Dividend
Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

1
2
3
4
5
e
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULESz
(a) E-1

RECAP SCHEDULES:
(a) D-1



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Cost of Common Equity

Exhibit
Schedule D-4
Page 1
Witness: Bourassa

Line
No .

The Company is proposing a cost of common equity of 10.5%
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
(a) E-1

RECAP SCHEDULES:
(a) D-1

\



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Comparative Balance Sheets

Exhibit
Schedule E-1
Page 1
Witness: Bourassa

Test
Year

Ended
12/31/2005

Year
Ended

12/31 /2004

Year
Ended

12/31/2003

ASSETS
Plant In Service $ 1,624,802 $ $

Non-Utility Plant
Construction Work in Progress
Less: Accumulated Depreciation
Net Plant $

(65,422)
1,559,380 $ $

Debt Reserve Fund $ $ $

$ $ $

$ 1,471 $ 12,707 $
CURRENT ASSETS

Cash and Equivalents
Restricted Cash
Accounts Receivable, Net
Unbilled Revenues
Materials and Supplies
Prepayments
Other Current Assets

Total Current Assets

10,959 7,956

$ 12,430 $ 20,663 $

Deferred Debits $ $ $

Other Investments & Special Funds $ $ $

TOTAL ASSETS s 1,571,810 $ 20v663 $

LIABILITIES AND STOCKHOLDERS' EQUITY

Common Equity $ 1,571,810 $ 20,663 $

Long-Term Debt $ $ $

$ $ $

$ $ $

$ $ $

CURRENT LIABILITIES
Accounts Payable
Current Portion of Long-Term Debt
Payables to Associated Companies
Customer Meter Deposits, Current
Accrued Taxes
Accrued Interest
Other Current Liabilities
Total Current Liabilities

DEFERRED CREDITS
Customer Meter Deposits, less current
Advances in Aid of Construction
Accumulated Deferred Income Taxes
Contributions In Aid of Construction, Net
Asset Retirement Obligations
Total Deferred Credits $ $ $

Total Liabilities & Common Equity $ 1,571,810 s 20,663 $

Line
No .

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57

SUPPORTING SCHEDULES:
E-5



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Comparative Income Statements

Exhibit
Schedule E-2
Page 1
Witness: Bourassa

Test
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Prior
Year

Ended
12/31/2003

$ 46,145 $ 28,031 $
Revenues

Flat Rate and Metered Revenues
Misc. Service Revenues
Other Wastewater Revenues

Total Revenues
Operating Expenses

$
1 ,657

47v803 $ 28,031 $

$ $ $

17,423 18,047

3,945
4,793
1,195

20,472
15,000

4,425
21,272

Rate Case
5,465

65,422
369

Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Professional
Contractual Services - Testing
Contractual Services - Other
Repairs and Maintenance
Rents
Transportation Expenses
Insurance
Regulatory Commission Expense -
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

867

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

$
$

134,582 $
(86,779) $

44,113 $
(16,083) $

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

38
39

Total Other Income (Expense)
Net Profit (Loss)

$
$

- as
(86,779) $

- SB
(16,083) $



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Detail of Plant in Service

Exhibit
Schedule E-5
Page 1
Witness: Bourassa

Acct.

M Plant Description

Plant
Balance

at
12/31/2004

Plant
Additions,
Reclass-
ications or

or
Retirements

Plant
Balance

at
12/31/2005

$ $ $

105,000
56,350
32,200

105,000
56,350
32,200

260,553 260,553

60,375 60,375

3,450 3,450

351
352
353
354
355
360
361
362
363
364
365
370
371
380
381
382
389
390
391
393
394
395
398

Organization
Franchises
Land and Land Rights
Structures and Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Special Collecting Structures
Services to Customers
Flow Measuring Devices
Flow Measuring installations
Receiving Wells
Pumping Equipment
Treatment and Disposal Equipment
plant Sewers
Outfall Sewer Lines
Other Plant and Misc. Equipment
Office Furniture and Equipment
Transportation Equipment
Tools, Shop and Garage Equipment.
Laboratory Equipment
Power Operated Equipment
Other TangiblePlant

1,106,874 1,106,874

TOTAL WATER PLANT $ $ 1,624,802 $ 1,624,802

Line

NO
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

SUPPORTING SCHEDULES RECAP SCHEDULES:
A-4
E-1

r



utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Operating Statistics

Exhibit
Schedule E-7
Page 1
Witness: Bourns

Test
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Prior
Year

Ended
12/31/2003

Line
No.
1
2
3
4

WATER STATISTICS:

Total Gallons Treated (in Thousands) 19,596 0 0

Wastewater Revenues from Customers: $ 46,145 $ $

Year End Number of Customers 337

Annual Gallons (in Thousands)
Treated Per Year End Customer 58 0 0

Annual Revenue per Year End Customer $ 136.93 $ $

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Pumping Cost Per 1,000 Gallons
Purchased Water Cost per 1,000 Gallons

$
$

0.8891 $
$

$
$



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Taxes Charged to Operations

Exhibit
Schedule E-8
Page 1
Witness: Bourassa

Test
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Prior
Year

Ended
12/31/2003

Description

$ $ $Federal Income Taxes
State Income Taxes
Payroll Taxes
Property Taxes 867

Line
No.
1
2
3
4
5
6
7
8

9
10
11
12
13
14

Tota ls $ 867 $ $

r



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Notes To Financial Statements

Exhibit
Schedule E-9
Page 1
Witness: Bourassa

The Company does conduct independent audits

-



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Projected Income Statements - Present 8¢ Proposed Rates

Exhibit
Schedule F-1
Page 1
Witness: Bourassa

Test Year
Actual
Results

At Present
Rates
Year

Ended
12/31 /2006

At Proposed
Rates
Year

Ended
12/31 /2006

Revenues
Flat Rate and Metered Revenues
Misc. Service Revenues
Other Wastewater Revenues

$ 46,145 $ 112,248 $ 299,467

$

1,657
47,803 $

1,657
113,905 $

1,657
301,124

Operating Expenses
$ $ $

17,423 17,423 17,423

3,945
4,793
1,195

20,472
15,000

3.945
4,793
1,195

20,472
15,000

3,945
4,793
1,195

20,472
15,000

5,465
65,422

12,500
5,465

65,594

12,500
5,465

65,594

Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Professional
Contractual Services - Testing
Contractual Services - Other
Repairs and Maintenance
Rents
Transportation Expenses
Insurance
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than income
Property Taxes
Income Tax

867 7,533 7,533

Total Operating Expenses
Operating Income
Other Income (Expense)

$
$

134,582 $
(86,779) $

153,919 $
(40,014) $

153,919
147,205

Interest Income
Other income
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

38

Total Other Income (Expense)
Net Profit (Loss)

$
$

- $
(86,779) $

- $
(40,014) $ 147,205



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005
Projected Construction Requirements

Exhibit
Schedule F-3
Page 1
Witness: Bourassa

Test Year

$

2006

$

105,000
56,350
32,200

260,553

60,375

3,450

Account
Number

301
302
303
304
306
307
310
311
320
330
331
333
334
335
339
340
341
343
344
345
346
348

Plant Asset:
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Lake, River and Other Intakes
Wells and Springs
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs 8- Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Plant Structures and Improvements
Office Furniture and Fixtures
Transportation Equipment
Tools and Work Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

1,106,874

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

28
29
30

Total $ 1,624,802 $



Utility Source, LLC - Sewer Division
Test Year Ended December 31, 2005

Assumptions Used in Rate Filing

Exhibit
Schedule F-4
Page 1
Witness: Bourassa

Property Taxes were computed using the method used by the Arizona Department
of Revenue

Projected construction expenditures are shown on Schedule A-4.

Line
No.
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15

Expense adjustments are shown on Schedule C2, and are explained in the testimony.

*
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BEFORE THE ARIZONA CORPORATION COMMISSION
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IN THE MATTER OF THE
APPLICATION OF UTILITY SOURCE,
L.L.C. - SEWER DIVISION, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN
ITS RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.
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1.

Q -

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

A. My na me  is  Thoma s  J . Boura s s a . My bus ine s s  a ddre s s  is  139 W. Wood Drive ,

Phoe nix, Arizona  85029.

Q, WHAT IS  YOUR P ROF ES S ION AND BACKGROUND?

I am a  Certified Public Accountant and am se lf-employed, providing consulting

services to utility companies as well as general accounting services. I have a B.S.

in Chemis try and Accounting from Northern Arizona  Univers ity (1980) and an

M.B.A. with an emphasis in Finance from the University of Phoenix (1991).

Q- COULD YOU BRIEFLY S UMMARIZE YOUR P RIOR WORK AND

REGULATORY EXPERIENCE?
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A.

A. Yes. P rior to becoming a  priva te  consultant, I was  employed by High-Tech

Ins titute , Inc., and se rved a s  controlle r and chie f financia l office r. P rior to

working for High-Tech Ins titute , I worked as  a  divis ion controlle r for the  Apollo

Group, Inc. Be fore  joining the  Apollo Group, was  employed a t Kozo ran &

Ker rode, CPAs. In that position, I prepared compilations and other write-up work

for water and wastewater utilities, as well as tax returns .

In my consulting practice, I have prepared and/or assisted in the preparation

of va rious  wa te r a nd wa s te wa te r utility ra te  a pplica tions  be fore  the  Arizona

Corporation Commission ("Commission"), including Vail Water Company, E&T

Water Company, Ponderosa  Utility Company, Diablo Village  Water Company,

New River Utility Company, Far West Water & Sewer Company, Sedona Venture

Water and Sewer, Bella Vista Water Company, Rio Verde Utilities, Gold Canyon

Sewer Company, Green Valley Water Company, Beards ley Water Company,

Liv co Wate r and Sewer Company, P ine  Wate r Company, Arizona-American

Wa te r Compa ny, Cha pa rra l City Wa te r Compa ny, Va lle y Utilitie s  Wa te r

I



Compa ny, Community Wa te r of Gre e n Va lle y, Bla ck Mounta in Se we r Compa ny,

and Avra  Wate r Co-op.

Q- O N WHO S E BEHALF  ARE YO U TES TIF YING  IN THIS  P RO CEEDING ?

A. I am testifying in this proceeding on behalf of the applicant, Utility Source, L.L.C.

- Water Division ("USLLC" or "the Company"). USLLC is seeking increases in

its rates and charges for water utility service in its certificated service area, which

is located in Coconino County.

II.

Q-

O VER VIEW O F  THE C O MP ANY' S  R EQ UES T F O R  R ATE R ELIEF.

WHAT IS  THE P URP O S E O F  YO UR DIRECT TES TIMO NY?

I will te s tify in s upport of the  Compa ny's  propos e d a djus tme nts  to its  ra te s  a nd

cha rge s  for wa te r utility s e rvice . am sponsoring Schedule s  A through F, and H,

which a re  file d concurre ntly he re with in s upport of the  Compa ny's  a pplica tion. I

was  re spons ible  for the  prepa ra tion of these  schedule s  based on my inves tiga tion

a nd re vie w of the  re le va nt books  a nd re cords  for the  Compa ny. I a lso pre pa re d

the  D sche dule s  a nd te s timony which a re  file d unde r s e pa ra te  cove r concurre ntly

he re with. The  Compa ny ha s  not pre pa re d a  cos t of s e rvice  s tudy, s o  the  G

Schedules  a re  omitted.

I

Q- P LE AS E  S UMMAR IZE  THE  C O MP ANY' S  AP P LIC ATIO N.
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A.

A. The test year used by USLLC is the l2-month period ending December 31, 2005 .

The Company is requesting a 10.5 percent return on its fair value rate base

("FVRB"). The Company has also proposed certain pro forma adjustments to take

into account known and measurable changes to rate base, expenses and revenues.

These pro forma adjustments are consistent with normal ratemaking and are

contemplated by the Commission's rules and regulations governing rate

applications. See R14-2-103. These adjustments are necessary to obtain a normal

or realistic relationship between revenues, expenses and rate base on a going-



forward bas is .

to provide  for re cove ry of ope ra ting e xpe ns e s  a nd a  10.5 pe rce nt re turn on ra te

base  is  approximate ly $40l,245, an increase  of approximate ly 230 pe rcent over the

adj used and annualized test year revenues .

Q- WHY IS THE COMPANY FILING FOR RATE INCREASES AT THIS

TIME?

In the  ACC de cis ion a pproving the  Compa ny's  CC&N, the  Compa ny wa s  orde re d

to file  a  ra te  ca s e  by Ma y l, 2006 us ing a  2005 te s t ye a r. (De cis ion No. 67446,

January 4, 2005). The  Company has  grown to approxima te ly 337 cus tomers  a t the

e nd of the  te s t ye a r a nd ha s  inve s te d ove r $3.4 million in pla nt. The  Compa ny's

curre nt ra te  of re turn, ba s e d on the  a djus te d te s t ye a r da ta , is  a  ne ga tive  5 .16

percent. As  demons tra ted by the  Company's  filing, ra te  increases  a re  necessa ry to

ensure  tha t the  Company recovers  its  opera ting expenses  and has  an opportunity to

earn a  reasonable  re turn on the  fa ir va lue  of its  utility plant and property devoted to

public s e rvice .

111.

Q .

SUMMARY OF A, E AND F SCHEDULES.

MR. BOURASSA, LET'S TURN TO THE COMPANY'S SCHEDULES.

PLEASE DESCRIBE THE SCHEDULES LABELED AS A, E, AND F.
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A.

A. US LLC is  cla s s ifie d a s  a  Cla s s  C utility pe r the  Commis s ion Rule s . S e e  Rl4-2-

l03-A. The  Company has  prepa red the  required schedule s  for Cla ss  C utilitie s .

The  A-1 Schedule  is  a  summary of the  ra te  base , ope ra ting income , current

opera ting margin, required opera ting margin, ope ra ting income de ficiency, and the

increa se  in gross  revenue . A 10.5 pe rcent re turn on fa ir va lue  ra te  ba se  ("FVRB")

is  reques ted. Revenues  a t pre sent and proposed and cus tomer cla ss ifica tions  a re

a lso shown on this  schedule .
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The  A-2 S che dule  is  a  s umma ry of re s ults  of ope ra tions  for the  te s t ye a r,

prior years, and a prob ected year at present rates and proposed rates.

Sche dule  A-3 conta ining the  Compa ny's  ca pita l s tructure  for the  te s t ye a r

and the  two prior years  is  not required and is  excluded.

Sche dule  A-4 conta ins  the  pla nt cons truction, a nd pla nt in s e rvice  for the

te s t ye a r a nd prior ye a rs . The  proje cte d pla nt a dditions  a re  a ls o s hown on this

schedule .

S che dule  A-5  is  the  s umma ry o f the  Compa ny's  cha nge s  in  fina nc ia l

pos ition (ca s h How) for the  prior two ye a rs , the  te s t ye a r a t pre s e nt ra te s , a nd a

projected year a t present and proposed ra tes  is  not required and is  excluded. ,

The  E Sche dule s  a re  ba se d on the  Compa ny's  a ctua l ope ra ting re sults , a s

re porte d  by the  Compa ny in  a nnua l re ports  file d  with  the  Commis s ion. Per

Commiss ion's  rule s  and regula tions  gove rning ra te  applica tions  the  Company has

provided prior yea r fisca l yea r re sults . See  R14-2-l03-B .

The  E-l Sche dule  conta ins  the  compa ra tive  ba la nce  s he e t da ta  the  ye a rs

fisca l years  end December 3 l, 2003, 2004, and 2005.

S che dule  E-2, pa ge  l, conta ins  the  income  s ta te me nt for the  fis ca l ye a rs

ended December 3 l, 2003, 2004, and 2005.

Schedule  E-3 conta ins  the  s ta tements  of changes  in the  Company's  financia l

pos ition for the  tes t year and the  two prior years  is  not required and is  excluded.

Sche dule  E-4 provide s  the  cha nge s  in s tockholde r's  e quity is  not re quire d

and is  excluded.

Schedule  E-5 conta ins  the  Company's  plant in se rvice  a t the  end of the  te s t

year, and one  year prior to the  end of the  tes t year.

S che dule  E-7  conta ins  ope ra ting  s ta tis tics  for the  fis ca l ye a rs  e nde d

December 31 2003, 2004, and 2005.



Schedule E-8 contains the taxes charged to operations.

The accountant's notes to the financial statements and the financial

assumptions used in preparing the rate tiling schedules are shown on Schedules E

9 and F-4, respectively, in accordance with the Commission's standard filing

requirements. The Company does not prepare audited financial statements

Schedule F-l contains the results of operations at the present rates (actual

and adjusted), and at proposed rates.

Schedule F-2 contains the summary of changes in financial position (cash

flow) for the prior two years, the test year at present rates, and a projected year at

present and proposed rates is not required and is excluded.

Schedule F-3 shows the Company's prob ected construction requirements for

one year subsequent to the test year (2006).

Schedule F-4 contains the assumptions used in developing the adjustments

and projections contained in the rate filing.

RATE BASE (B SCHEDULES)-

WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE

LABELED AS THE B SCHEDULES?

A. Yes. I will start with Schedule B-5, which is the working capital allowance

Because USLLC is a small water utility, I used the "formula method" of

computing the working capital allowance to reduce expenses associated with

seeking rate relief. The working capital adjustment is reflected in BE adjustment

number 4.
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Q. PLEASE CONTINUE.

The Company's filing does not include Schedules B-3 and B-4. Again, to reduce

rate case expense, as well as the potential for disputed issues, USLLC is requesting

that its original cost rate base ("OCRB") be used as its FVRB.

IV.

Q-

A.

lm al Ill lllll



HAVE YOU PREPARED SCHEDULES SHOWING ADJUSTMENTS TO

THE ORIGINAL COST RATE BASE?

Yes. Schedule B-2 shows adjustments to the OCRB cost rate base proposed by the

Company. Schedules B-2, pages 2 through 3, are the supporting schedules. These

adjustments are, in summary:

B-2 adjustment number 1 reduces accumulated depreciation to the re-

computed amounts per the Company's plant schedules.

DO THE PLANT AND ACCUMULATED DEPRECIATION SHOWN ON B-

2 REFLECT THE LAST COMMISSION ORDER?

Q- WHY WAS THERE DIFFERENCE BETWEEN THE RECORDED

ACCUMULATED DEPRECIATION AT THE END OF THE TEST YEAR

AND THE RECOMPUTED AMOUNT?

Yes. As I stated, the Company received approval for its CC&N in January 2005.

The Company has not previously filed a rate case. Thus, the plant shown on

Schedule B-2 started with zero plant and shows plant additions and retirements

since start up. Pages pa through 2c of the B-2 schedule, show the details of plant

additions, retirements, and accumulated depreciation through the end of the test

year using half-year convention for depreciation.

A

Because the Company used full-year convention for depreciation in the past. The

Company should have used half-year convention.

PLEASE CONTINUE.

B-2 adjustment number 2 increase advances-in-aid of construction ("AIAC") for

unrecorded developer advances.
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Q- HOW WAS THE PROPOSED "FAIR VALUE" RATE BASE SHOWN ON

A-1 DETERMINED?

A.

A.

Q.

A.

A.

A. As stated, the FVRB shown on Schedule A-1 is based on OCRB .



v .

Q-

INCOME STATEMENT (C SCHEDULES)-

PLEASE EXPLAIN THE ADJUSTMENTS YOU ARE PROPOSING TO

THE INCOME STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2

A. The test  year adjusted income statement  is shown on schedule C-1. Details of

adjustments are shown on schedule C-2, pages 1 through 13. The following is a

summary of adjustments shown on Schedule C-l :

Adjustment 1 annualized depreciation expense. The proposed depreciation

rate for each component of ut ility plant  is shown on Schedule C-2, page 2. The

depreciation rates were approved in Decision 67446.

Q- PLEASE CONTINUE.

Adjustment  2 increases the property taxes based on proposed revenues

The Company's adjustment  recognizes the recent ly passed Arizona legislat ion

(H.B. 2779) now codified in A.R.S. § 42-15001, entitled "Assessed Valuation of

Class One Property"). The law reduces the assessment ratio % percent (0.5%) for

the next 10 years starting in 2006. USLLC has proposed a three-year reduction in

the assessment ratio, a reduction from 25 percent to 23.5 percent.

Q- HOW DID YOU COMPUTE THE PROPERTY TAXES AT PROPOSED

RATES?
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To  det ermine  fu ll cash value ,  I  used  t he  met ho d emplo yed by t he  Ar izo na

Depar t ment  o f Revenue  -  Cent r a lly Va lued  P r o pe r t ie s  ( "ADOR" o r  " t he

Department"). This method determines full cash value by using twice the average

of three years of revenue, plus an addition for CWIP and a deduction for the book

value of t ransportat ion equipment. In the inst ant  case,  I  used two  t imes the

adjusted revenues for September 30, 2005, and revenues at  proposed rates. The

assessed value (23.5 percent of full cash value) was then multiplied by the property

tax rate to determined adjusted property tax expense.

A.

l l



Q. IS THIS CONSISTENT WITH PRIOR COMMISSION DECISIONS?

Y e s .  E t . , Rio Rico Utilities, Decision No. 67279 (October 5, 2004), at 8, Arizona

Water Company, Decision No. 64282 (December 28, 2001) at 12-13, Bella Vista

Water Company, Decision No.  65350 (November  1,  2002) , at 16,  Arizona-

American Water Company, Decision No. 67093 (June 30, 2004), at  9-10. Even

more recent ly, this methodology was ut ilized by the Commission in Chaparral

City Water Company, Decision No. 68 l76_(Septernber 30, 2005), at  13-15 and

Arizona Water Company- Western Group, Decision No. 68302 (November 14,

2005) at 28-29. In the Commission's own words, "Staff calculated property taxes

using its proposed adjusted test year revenues twice and its recommended revenues

once to calculate a three year average of revenues. We agree with Staff that using

only historical revenues to calculate property taxes to include in the cost of service

fails to capture the effects of future revenue from new rates, and can result in an

understatement or overstatement of property tax expense." Decision No. 67093 at

9-10.

Q- IS THIS SYNCHRONIZATION OF PROPERTY TAX EXPENSE WITH

REVENUES PROPER RATE MAKING?

Yes. Like income taxes, which are also based on the amount of revenue the utility

realizes, property taxes must be adjusted to ensure that the new rates are sufficient

to produce the authorized return on rate base. For this reason, since the new

ADOR methodology was adopted several years ago, the Commission has

repeatedly approved the use of proposed revenues to determine an appropriate

level of property tax expense to be recovered through rates.
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Q- MR. BOURASSA, ISN'T THERE A LAG FROM THE TIME NEW RATES

C H A R G E D  C U S T O M E R S  G O  I N T O  E F F E C T  A N D  T H E  D A T E  O N

WHICH PROPERTY TAXES ARE ACTUALLY PAID?

A.

A.

/



Yes. As an example, if new rates for the Company went into effect on January 1,

2006, property taxes based on these new rates would first appear on the property

tax bill received in September 2007. However, the Company should be accruing

property taxes  to match the  revenues  collected. Thus , the re  is  no misma tch

between revenues and expenses. Moreover, the property taxes resulting from my

ca lcula tion a re  based on only a  portion of proposed revenues . To properly

cons ide r the  future  impact of the  ra te  increases , I should have  computed the

proposed property taxes based solely on proposed revenues rather than averaging

proposed and historic revenues. Consequently, this adjustment is conservative.

Q_ PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE INCOME

STATEMENT ADJUSTMENTS.

Adjus tme nt 3 s hows  the  ra te  ca s e  e xpe ns e . The  Compa ny e s tima te s  ra te  ca se

expense  of $50,000 amortized over four years  because  it be lieves  a  four-year cycle

for future  ra te  cases  is  reasonable  given this  utility's  circumstances .

Q- DO  YO U B ELIEVE THIS  IS  A R EAS O NAB LE AMO UNT O F  R ATE C AS E

EXP ENS E GIVEN THE REQUES TED INCREAS E IN REVENUE?

A. Yes . Ra te  ca se  expense  is  primarily driven by three  factors : (1) the  Commiss ion's

ra temaking process , (2) the  length of time  be tween ra te  cases , and (3) the  number

of parties , issues  and complexity of the  proceedings .

Q. PLEASE DISCUSS THE FIRST OF THESE FACTORS?
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A.

A.

A. The  Compa ny ca nnot ra is e  its  ra te s  e xce pt by filing for ra te  re lie f a nd the

Commission dictates the process for obtaining rate relief. USLLC, a Class C water

provider based on the proposed revenues with roughly 350 customers, has to tile

the substantially the same schedules as a Class A and B utility (i.e., APS, Arizona

Water, SW Gas) with hundreds of thousands of customers. While a larger utility's

filing would obvious ly be  "la rge r", US LLC s till fa ce s  e s s e ntia lly the  s a me



requirement of tiling multiple  copies  of every document and notice requirements

as a larger utility. In addition to the filing and notice requirements imposed by the

Commiss ion on la rger utilities . For ins tance , the  Company must prepare  three

rounds of pre-filed tes timony, participate  in a ll of the  procedural and evidentiary

hearings  and open mee tings , and typica lly, tile  one  or more  rounds  of clos ing

briefs . To meet a ll of the  requirements  of obta ining ra te  re lie f, USLLC requires

the assistance and expertise of a regulatory accountant and attorney, resulting in a

substantial portion of the rate case expense actually incurred.

Q- PLEASE DISCUSS THE SECOND FACTOR?

The  length of time  be tween ra te  cases  has  a  subs tantia l impact on ra te  case

expense. Every rate  case involves reconcilia tion of plant accounts  s ince the last

ra te  case. Obviously, the longer it has  been, the more difficult the reconcilia tion.

S imila rly, longe r pe riods  be twe e n the  de te rmina tion of ope ra ting e xpe ns e s

typically means more increases in expenses. This leads to larger increases which

are always more controversial.

Q. P LEAS E DISCUSS THE THIRD FACTOR THAT YOU HAVE

IDENTIFIED AS  DRIVING RATE CAS E EXP ENS E.

A. The number of parties has a substantial impact on rate case expense. Cases where

RUCO is a party require more effort than cases in which the only adverse party is

Staff. Cus tome rs  a nd othe r inte rve ne rs  a dd to ra te  ca s e  e xpe ns e  a nd the

complexity of the  proceedings . The  number and complexity of disputed issues

also influences total rate case expense, and those impacts cannot be known until

the case proceeds.
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Q- i s  THIS  THE  R E AS O N YO U R E F E R R E D TO  THE  R ATE  C AS E

EXPENSE AS  AN ESTIMATE?

Yes , it is  an es timate  based on my experience . But I ca n only cons ide r the

A.

A.
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fore s e e a ble . If things  tum out more  complica te d tha n a nticipa te d, the  Compa ny

will modify its  re que s t to a ccount for tha t incre a s e d e xpe ns e . Conve rs e ly, if the

ca se  proce e ds  a nd ra te  ca se  e xpe nse  is  lowe r tha n e xpe cte d, we  would ma ke  a n

appropria te  adjus tment downward.

Q- S HO UL DN' T  T HE  C O MP ANY' S  S HAR E HO L DE R S  B E AR  S O ME  O F

THE BURDEN OF RATE CAS E EXP ENS E?

As  a  pra ctica l ma tte r, the  utility a lwa ys  doe s . My e s tima te  of $50,000 a s s ume s

US LLC will a ctua lly incur a  highe r a mount of tota l ra te  ca s e  e xpe ns e . I would

a lso agree  tha t if the  utility does  something improper, or advances  pos itions  in bad-

fa ith , it s hould s houlde r the  burde n of s uch a ctions .

Commiss ion dicta tes  the  process , not the  utility and absent such circumstances , the

utility must be  a llowed to recover its  reasonably incurred ra te  case  expense .

But, a s  I te s tifie d, the

Q- P L E AS E  C O N T IN U E  W IT H  YO U R  D IS C U S S IO N  O F  T H E  IN C O ME

S TATEMENT ADJ US TMENTS ?
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Adjus tme nt 4 a nnua lize d re ve nue s  to the  ye a r-e nd numbe r of cus tome rs . The

a nnua liza tion wa s  ba se d on the  numbe r of cus tome rs  a t the  e nd of the  te s t ye a r,

compa re d to the  a ctua l numbe r of cus tome rs  during e a ch month of the  te s t ye a r.

Ave ra ge  re ve nue s  by month  we re  compute d for the  te s t ye a r. The  a ve ra ge

re ve nue s  we re  the n  multip lie d  by the  inc re a s e  (o r de cre a s e ) in  numbe r o f

customers  for each month of the  tes t year.

Adjus tme nt 5 incre a s e s  re ve nue s  for propos e d proje cte d growth of 350

cus tomers . This  is  ba s e d on known proje cts  curre ntly Linde r de ve lopme nt a nd

assumes  full build-out. The  Company has  proposed projected revenues  in orde r to

minimize  the  impa ct on ra te s  a nd is  not inte nde d to s e t a ny pre ce de nt for this  or

any other Company regula ted by the  Commiss ion.

A.

A.
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RATE DESIGN (H S(jHE])ULES)_

WHAT ARE THE COMPANY'S PRESENT RATES?

Meter
Size

Monthly
Minimum

Gallons included
in Monthly Minimum

5 / 8

3 / 4

1

1  1  / 2

2

3

4

6

N/A

$  6 . 4 8

$ 8.02

$ 9.62

as  14.00

N/A

$  5 8 .0 0

$  8 9 .8 0

N / A

0

0

0

0

0

0

0

The commodity charge for residential (all meter sizes) is as follows:

Tier

Zero to 5,000 gallons $2.83

5,001 to 15,000 gallons $3.32

Over 15,000 gallons $4.71

For multi-family, mobile home, and commercial customers, the

commodity rate is $2.97 per 1,000 gallons for all gallons.

There is no commodity rate for irrigation customers. The

construction meter and standpipe rate is $6.00 per 1,000 gallons with no

minimum monthly charge.

Charge Per 1,000 gallons
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9
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1 1
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14
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19

2 0
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23

2 4
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Q. WHAT ARE THE COMPANY'S PROPUSED RATES?

The proposed ra tes  for cus tomers  with us ing a  water meter s ize  of:

Me te r Monthly Ga llons  included

A.

VI.

Q.

A.

_12_



S ize Minimum in Monthly Minimum

5/8 N/A 0

3/4 s 24.30 0

1 s 40.50 0

1 1/2 $ 81.00 0

2 $ 129.60 0

3 $ 259.20 0

4 S 405.00 0

6 $ 810.00 0

The  commodity cha rge  for re s ide ntia l (a ll me te r s ize s ) is  a s  fo llows :

Tier

Zero to 5,000 ga llons $ 8 .82

5,001 to 15,000 ga llons $10.35

Over 15,000 ga llons $14.69

For multi-fa mily, mobile  home , a nd  comme rc ia l cus tome rs , the

proposed commodity ra te  is  $9.26 pe r 1,000 ga llons  for a ll ga llons .

The  propose d commodity ra te  for irriga tion cus tome rs  is  $9.26. The

cons truction me te r a nd s ta ndpipe  ra te  is  $10.35 pe r 1,000 ga llons  with no

minimum monthly cha rge . ,

Cha rge  P e r 1,000 ga llons

Q. WHAT IS  THE  R ATE  IMP AC T O N R E S IDE NTIAL C US TO ME R S

US ING THE MONTHLY AVERAGE WATER US AGE?

Customers  on 3/4 meters  who consume the  average  quantity of water (4,740

gallons  per month) will experience a  ra te  increase  of $46.23 per month, or an

increase of approximately 232%.
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Q- AR E  THE R E  ANY P R O P O S E D C HANG E S  TO  THE  C O MP ANY' S

A.
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MISCELLANEOUS SERVICE CHARGES?

No.

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

Ye s  .

1

2 A.

3

4 A.

5
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7

8

9

10

1 1

12

13

14

15

16

17

18

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

(
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BEFORE THE ARIZONA CORP ORATION COMMIS S ION
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1.

Q -

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

A. My na me  is  Thoma s  J . Boura s s a . My bus ine s s  a ddre s s  is  139 W. Wood Drive ,

P hoe nix, Arizona  85029.

Q- WHAT IS  YOUR P ROF ES S ION AND BACKGROUND?

I a m a  Ce rtifie d P ublic Accounta nt a nd a m s e lf-e mploye d, providing cons ulting

se rvice s  to utility companie s  a s  we ll a s  gene ra l accounting se rvice s . l have  a  B.S .

in Che mis try a nd Accounting from Northe rn Arizona  Unive rs ity (1980) a nd a n

M.B.A. with an emphas is  in Finance  from the  Unive rs ity of Phoenix (1991).

Q- COULD YOU BRIEFLY S UMMARIZE YOUR P RIOR WORK AND

REGULATORY EXPERIENCE?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

Ye s . P rior to  be coming a  priva te  cons ulta nt, I wa s  e mploye d by High-Te ch

Ins titu te , Inc., a nd s e we d a s  controlle r a nd chie f fina ncia l office r. P rio r to

working for High-Te ch Ins titute , I worke d a s  a  divis ion controlle r for the  Apollo

Group, Inc . Be fore  jo in ing  the  Apollo  Group, I wa s  e mploye d a t Kozo ra n  &

Ke r rode , CPAs . In tha t pos ition, I pre pa re d compila tions  a nd othe r write -up work

for wa te r and was tewate r utilitie s , a s  we ll a s  tax re turns .

In my consulting practice , I have  prepared and/or a ss is ted in the  prepara tion

of va rious  wa te r a nd wa s te wa te r u tility ra te  a pplica tions  be fore  the  Arizona

Corpora tion Commis s ion ("Commis s ion"), including Va il Wa te r Compa ny, E&T

Wa te r Compa ny, P onde ros a  Utility Compa ny, Dia blo Villa ge  Wa te r Compa ny,

Ne w Rive r Utility Compa ny, Fa r We s t Wa te r & Se we r Compa ny, Se dona  Ve nture

Wa te r a nd Se we r, Be lla  Vis ta  Wa te r Compa ny, Rio Ve rde  Utilitie s , Gold Ca nyon

S e we r Compa ny, Gre e n Va lle y Wa te r Compa ny, Be a rds le y Wa te r Compa ny,

Liv co Wa te r a nd S e we r Compa ny, P ine  Wa te r Compa ny, Arizona -Ame rica n

W a te r C o mp a n y,  C h a p a rra l C ity W a te r C o mp a n y,  Va lle y Utilitie s  W a te r



Compa ny, Community Wa te r of Gre e n Va lle y, Bla ck Mounta in Se we r Compa ny,

and Avra  Wate r Co-op.

Q- O N WHO S E BEHALF  ARE YO U TES TIF YING  IN THIS  P RO CEEDING ?

I am testifying in this proceeding on behalf of the applicant, Utility Source, L.L.C.

Sewer Division ("USLLC" or "the Company"). USLLC is seeking increases in

its rates and charges for water utility service in its certificated service area, which

is located in Coconino County.

O VERVIEW O F  THE CO MP ANY' S  REQ UES T F O R RATE RELIEF .

WHAT IS  THE P URP OS E OF  YOUR DIRECT TES TIMONY?

A. I will te s tify in s upport of the  Compa ny's  propos e d a djus tme nts  to its  ra te s  a nd

cha rge s  for wa te r utility s e rvice . am sponsoring Schedule s  A through F, and H,

which a re  file d concurre ntly he re with in s upport of the  Compa ny's  a pplica tion. I

was  re spons ible  for the  prepa ra tion of these  schedule s  based on my inves tiga tion

a nd re vie w of the  re le va nt books  a nd re cords  for the  Compa ny. I a lso pre pa re d

the  D schedule s  and te s timony which a re  filed unde r sepa ra te  cove r concurrently

he re with. The  Compa ny ha s  not pre pa re d a  cos t of s e rvice  s tudy, s o  the  G

Schedules  are  omitted.
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Q- P LE AS E  S UMMAR IZE  THE  C O MP ANY' S  AP P LIC ATIO N.

A.

II.

Q-

A. The test year used by USLLC is the l2-month period ending December 3 l, 2005 .

The Company is requesting a 10.5 percent return on its fair value rate base

("FVRB"). The Company has also proposed certain pro forma adjustments to take

into account known and measurable changes to rate base, expenses and revenues.

These pro forma adjustments are consistent with normal ratemaking and are

contemplated by the Commission's rules and regulations governing rate

applications. See R14-2-103. These adjustments are necessary to obtain a normal

or realistic relationship between revenues, expenses and rate base on a going-



forward basis.

The Company's fair value rate base is $l,40l,953. The increase in revenues

to provide for recovery of operating expenses and a 10.5 percent return on rate

base is approximately $187,219, an increase of approximately 164 percent over the

adjusted and annualized test year revenues.

Q. WHY IS THE COMPANY FILING FOR RATE INCREASES AT THIS

TIME?

In the ACC decision approving the Company's CC&N, the Company was ordered

to file a rate case by May 1, 2006 using a 2005 test year. (Decision No. 67446,

January 4, 2005). The Company has grown to approximately 337 customers at the

end of the test year and has invested over $1.6 million in plant. The Company's

current rate of return, based on the adjusted test year data, is a negative 2.85

percent. As demonstrated by the Company's filing, rate increases are necessary to

ensure that the Company recovers its operating expenses and has an opportunity to

earn a reasonable return on the fair value of its utility plant and property devoted to

public service.

111.

Q-

SUMMARY OF A, E AND F SCHEDULES.

MR. BOURASSA, LET'S TURN TO THE COMPANY'S SCHEDULES.

PLEASE DESCRIBE THE SCHEDULES LABELED AS A, E, AND F.
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A.

A. USLLC is classified as a Class C utility per the Commission Rules. See Rl4-2-

103-A. The Company has prepared the required schedules for Class C utilities.

The A-1 Schedule is a summary of the rate base, operating income, current

operating margin, required operating margin, operating income deficiency, and the

increase in gross revenue. A 10.5 percent return on fair value rate base ("FVRB")

is requested. Revenues at present and proposed and customer classifications are

also shown on this schedule.
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The  A-2 S che dule  is  a  s umma ry of re s ults  of ope ra tions  for the  te s t ye a r,

prior years , and a  projected year a t present ra tes  and proposed ra tes .

Sche dule  A-3 conta ining the  Compa ny's  ca pita l s tructure  for the  te s t ye a r

and the  two prior years  is  not required and is  excluded.

Sche dule  A-4 conta ins  the  pla nt cons truction, a nd pla nt in s e rvice  for the

te s t ye a r a nd prior ye a rs . The  proje cte d pla nt a dditions  a re  a ls o s hown on this

schedule .

S che dule  A-5  is  the  s umma ry o f the  Compa ny's  cha nge s  in  fina nc ia l

pos ition (ca s h flow) for the  prior two ye a rs , the  te s t ye a r a t pre s e nt ra te s , a nd a

projected year a t present and proposed ra tes  is  not required and is  excluded.

The  E Sche dule s  a re  ba se d on the  Compa ny's  a ctua l ope ra ting re sults , a s

re porte d  by the  Compa ny in  a nnua l re ports  file d  with  the  Commis s ion. Pe r

Commiss ion's  rule s  and regula tions  gove rning ra te  applica tions  the  Company has

provided prior yea r fisca l yea r re sults . See  R14-2-103-B.

The  E-l Sche dule  conta ins  the  compa ra tive  ba la nce  s he e t da ta  the  ye a rs

fisca l years  end December 3 l, 2003, 2004, and 2005.

S che dule  E-2, pa ge  l, conta ins  the  income  s ta te me nt for the  fis ca l ye a rs

ended December 3 l, 2003, 2004, and 2005 .

Schedule  E-3 conta ins  the  s ta tements  of changes  in the  Company's  financia l

pos ition for the  tes t year and the  two prior years  is  not required and is  excluded.

Sche dule  E-4 provide s  the  cha nge s  in s tockholde r's  e quity is  not re quire d

and is  excluded.

Schedule  E-5 conta ins  the  Company's  plant in se rvice  a t the  end of the  te s t

year, and one  year prior to the  end of the  tes t year.

S che dule  E-7  conta ins  ope ra ting  s ta tis tics  for the  fis ca l ye a rs  e nde d

December 31 2003, 2004, and 2005.



Schedule E-8 contains the taxes charged to operations.

The accountant's notes to the financial statements and the financial

assumptions used in preparing the rate filing schedules are shown on Schedules E-

9 and F-4, respectively, in accordance with the Commission's standard filing

requirements. The Company does not prepare audited financial statements.

Schedule F-1 contains the results of operations at the present rates (actual

and adjusted), and at proposed rates.

Schedule F-2 contains the summary of changes in financial position (cash

flow) for the prior two years, the test year at present rates, and a projected year at

present and proposed rates is not required and is excluded.

Schedule F-3 shows the Company's prob ected construction requirements for

one year subsequent to the test year (2006).

Schedule F-4 contains the assumptions used in developing the adjustments

and projections contained in the rate filing.

Iv.

Q.

RATE BASE (B SCHEDULES).

WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE

LABELED AS THE B SCHEDULES?

A. Yes. I will start with Schedule B-5, which is the working capital allowance.

Because USLLC is a small wastewater utility, I used the "formula method" of

computing the working capital allowance to reduce expenses associated with

seeking rate relief. The working capital adjustment is reflected in BE adjustment

number 4.
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Q- PLEASE CONTINUE.

A. The Company's tiling does not include Schedules B-3 and B-4. Again, to reduce

rate case expense, as well as the potential for disputed issues, USLLC is requesting

that its original cost rate base ("OCRB") be used as its FVRB .



HAVE YOU PREPARED SCHEDULES SHOWING ADJUSTMENTS TO

THE ORIGINAL COST RATE BASE?

Yes. Schedule  B-2 shows adjus tments  to the  OCRB cost ra te  base  proposed by the

Company. Schedules  B-2, pages  2 through 3, a re  the  supporting schedules . These

adjustments  are , in summary :

B-2 a djus tme nt numbe r 1 re duce s  a ccumula te d de pre cia tion to  the  re -

computed amounts  per the  Company's  plant schedules .

Q- DO THE PLANT AND ACCUMULATED DEPRECIATION SHOWN ON B-

2 REFLECT THE LAST COMMISSION ORDER?

Yes. As I stated, the Company received approval for its CC&N in January 2005 .

The Company has not previously filed a rate case. Thus, the plant shown on

Schedule B-2 started with zero plant and shows plant additions and retirements

since start up. Pages 2a through 2c of the B-2 schedule, show the details of plant

additions, retirements, and accumulated depreciation through the end of the test

year using half-year convention for depreciation.

Q- WHY WAS THERE A DIFFERENCE BETWEEN THE RECORDED

ACCUMULATED DEPRECIATION AT THE END OF THE TEST YEAR

AND THE RECOMPUTED AMOUNT?

Because the Company used full-year convention for depreciation in the past. The

Company should have used half-year convention.

Q- PLEASE CONTINUE.

B-2 a djus tme nt numbe r 2 incre a s e  a dva nce s -in-a id of cons truction ("AIAC") for

unrecorded developer advances.
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Q- HOW WAS THE PROPOSED "FAIR VALUE" RATE BASE SHOWN ON

A-1 DETERMINED?

A.

A.

A.

A.

A. As stated, the FVRB shown on Schedule A-1 is based on (DCRB .



v .

Q.

INCOME STATEMENT (C SCHEDULES>.

PLEASE EXPLAIN THE ADJUSTMENTS YOU AR E  P R O P O S I N G  T O

T HE  I NCOME STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2.

The test  year adjusted income statement  is shown on schedule C-1. Details of

adjustments are shown on schedule C-2, pages l through 13. The following is a

summary of adjustments shown on Schedule C-l :

Adjustment 1 annualized depreciation expense. The proposed depreciation

rate for each component of ut ility plant  is shown on Schedule C-2, page 2. The

depreciation rates were approved in Decision 67446.

Q. PLEASE CONTINUE.

Adjustment  2 increases the property taxes based on proposed revenues.

The Company's adjustment  recognizes the recent ly passed Arizona legislat ion

(H.B. 2779) now codified in A.R.S. § 42-15001, entitled "Assessed Valuation of

Class One Property"). The law reduces the assessment ratio % percent (0.5%) for

the next 10 years starting in 2006. USLLC has proposed a three-year reduction in

the assessment ratio, a reduction from 25 percent to 23.5 percent.

Q. HOW DID YOU COMPUTE THE PROPERTY TAXES AT PROPOSED

RATES?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A. To determine full cash value, I used the method employed by the Arizona

Department of Revenue - Centrally Valued Properties ("ADOR" or "the

Department"). This method determines full cash value by using twice the average

of three years of revenue, plus an addition for CWIP and a deduction for the book

value of transportation equipment. In the instant case, I used two times the

adjusted revenues for September 30, 2005, and revenues at proposed rates. The

assessed value (23 .5 percent of full cash value) was then multiplied by the property

tax rate to determined adjusted property tax expense.



Q- IS THIS CONSISTENT WITH PRIOR COMMISSION DECISIONS?

A. Y e s .  E t . , Rio Rico Utilities, Decision No. 67279 (October 5, 2004), at 8, Arizona

Water Company, Decision No. 64282 (December 28, 2001) at 12-13, Bella Vista

Water Company, Decision No.  65350 (November  1,  2002) , at 16,  Arizona-

American Water Company, Decision No. 67093 (June 30, 2004), at  9-10. Even

more recent ly,  this methodology was ut ilized by the Commission in Chaparral

City Water Company, Decision No. 68176_(September 30, 2005), at  13-15 and

Arizona Water Company- Western Group, Decision No. 68302 (November 14,

2005) at 28-29. In the Commission's own words, "Staff calculated property taxes

using its proposed adjusted test year revenues twice and its recommended revenues

once to calculate a three year average of revenues. We agree with Staff that using

only historical revenues to calculate property taxes to include in the cost of service

fails to capture the effects of future revenue from new rates, and can result in an

understatement or overstatement of property tax expense." Decision No. 67093 at

9-10.

Q. IS THIS SYNCHRONIZATION OF PROPERTY TAX EXPENSE WITH

REVENUES PROPER RATE MAKING?

A. Yes. Like income taxes, which are also based on the amount of revenue the utility

realizes, property taxes must be adjusted to ensure that the new rates are sufficient

to produce the authorized return on rate base. For this reason, since the new

ADOR methodology was adopted several years ago, the Commission has

repeatedly approved the use of proposed revenues to determine an appropriate

level of property tax expense to be recovered through rates.
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Q- MR. BOURASSA, ISN'T THERE A LAG FROM THE TIME NEW RATES

C H A R G E D  C U S T O M E R S  G O  I N T O  E F F E C T  A N D  T H E  D A T E  O N

WHICH PROPERTY TAXES ARE ACTUALLY PAID?



Yes. As an example, if new rates for the Company went into effect on January 1,

2006, property taxes based on these new rates would first appear on the property

tax bill received in September 2007. However, the Company should be accruing

property taxes  to match the  revenues  collected. Thus , the re  is  no mismatch

between revenues and expenses. Moreover, the property taxes resulting from my

ca lcula tion a re  based on only a  portion of proposed revenues . To properly

cons ide r the  future  impact of the  ra te  increases , I should have  computed the

proposed property taxes based solely on proposed revenues rather than averaging

proposed and historic revenues. Consequently, this adjustment is conservative.

Q- PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE INCOME

STATEMENT ADJUSTMENTS.

Adjus tme nt 3 s hows  the  ra te  ca s e  e xpe ns e . The  Compa ny e s tima te s  ra te  ca se

expense  of $50,000 amortized over four years  because  it be lieves  a  four-year cycle

for future  ra te  cases  is  reasonable  given this  utility's  circumstances .

Q. DO  YO U B ELIEVE THIS  IS  A R EAS O NAB LE AMO UNT O F  R ATE C AS E

E XP E NS E GIVEN THE REQUES TED INCREAS E IN REVENUE?

Yes . Ra te  ca se  expense  is  primarily driven by three  factors : (1) the  Commiss ion's

ra temaking process , (2) the  length of time  be tween ra te  eases , and (3) the  number

of parties , issues  and complexity of the  proceedings .

Q- PLEASE DISCUSS THE FIRST OF THESE FACTORS?
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A.

A.

A.

A. The  Compa ny ca nno t ra is e  its  ra te s  e xce p t bY tiling  fo r ra te  re lie f a nd  d ie

Commis s ion dicta te s  the  proce s s  for obta ining ra te  re lie f. US LLC, a  Cla s s  C

was tewate r provide r based on the  proposed revenues  with roughly 350 cus tomers ,

ba s  to file  the  s ubs ta ntia lly the  s a me  s che dule s  a s  a  Cla s s  A a nd B utility (i.e .,

APS, Arizona  Wate r, SW Gas) with hundreds  of thousands  of cus tomers . While  a

la rge r utility's  filing would obvious ly be  "la rge r", US LLC s till fa ce s  e s s e ntia lly



the  same  requirement of filing multiple  copies  of eve ry document and notice

requirements  as  a  larger utility. In addition to the  filing and notice  requirements

imposed by the Commission on larger utilities . For instance, the Company must

prepare three rounds of pre-filed testimony, participate in all of the procedural and

evidentiary hearings and open meetings, and typically, file one or more rounds of

clos ing brie fs . To meet a ll of the  requirements  of obta ining ra te  re lie f, USLLC

requires  the  ass is tance  and expertise  of a  regula tory accountant and a ttorney,

resulting in a substantial portion of the rate case expense actually incurred.

Q- PLEASE DISCUSS THE SECOND FACTOR?

The  length of time  be tween ra te  cases  has  a  subs tantia l impact on ra te  ease

expense. Every rate  ease involves reconciliation of plant accounts  s ince the last

rate  case. Obviously, the longer it has  been, the more difficult the reconcilia tion.

S imila rly, longe r pe riods  be twe e n the  de te rmina tion of ope ra ting e xpe ns e s

typically means more increases in expenses. This leads to larger increases which

are always more controversial.

Q- P LEAS E DISCUSS THE FACTOR THAT YOU HAVE

IDENTIFIED AS  DRIVING RATE CAS E EXP ENS E.

THIRD

A. The number of parties has a substantial impact on rate case expense. Cases where

RUCO is a party require more effort than cases in which the only adverse party is

Staff. Cus tome rs  a nd othe r inte rve ne rs  a dd to ra te  ca s e  e xpe ns e  a nd the

complexity of the  proceedings . The  number and complexity of disputed issues

also influences total rate case expense, and those impacts cannot be known until

the case proceeds.

Q- IS  THIS  THE  R E AS O N YO U R E F E R R E D TO  THE  R ATE  C AS E

EXP ENS E AS AN ESTIMATE?
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26 A. Yes , it is  an es timate  based on my experience . But I ca n only cons ide r the

A.
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fore s e e a ble . If things  turn out more  complica te d tha n a nticipa te d, the  Compa ny

will modify its  re que s t to a ccount for tha t incre a s e d e xpe ns e . Conve rs e ly, if the

ca se  proce e ds  a nd ra te  ca se  e xpe nse  is  lowe r tha n e xpe cte d, we  would ma ke  a n

appropria te  adjus tment downward.

Q. S HO UL DN' T  T HE  C O MP ANY' S  S HAR E HO L DE R S  B E AR  S O ME  O F

THE BURDEN OF RATE CAS E EXP ENS E?

A. As  a  pra ctica l ma tte r, the  utility a lwa ys  doe s . My e s tima te  of $50,000 a s s ume s

US LLC will a ctua lly incur a  highe r a mount of tota l ra te  ca s e  e xpe ns e . I would

a lso agree  tha t if the  utility does  something improper, or advances  pos itions  in bad-

fa ith , it s hould s houlde r the  burde n of s uch a ctions . the

Commiss ion dicta tes  the  process , not the  utility and absent such circumstances , the

utility must be  a llowed to recover its  reasonably incurred ra te  case  expense .

But, a s  I te s tifie d ,

Q- P L E AS E  C O N T IN U E  W IT H  YO U R  D IS C U S S IO N  O F  T H E IN C O ME

S TATEMENT ADJ US TMENTS ?
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Adjus tme nt 4 a nnua lize d re ve nue s  to the  ye a r-e nd numbe r of cus tome rs . The

a nnua liza tion wa s  ba se d on the  numbe r of cus tome rs  a t the  e nd of the  te s t ye a r,

compa re d to the  a ctua l numbe r of cus tome rs  during e a ch month of the  te s t ye a r.

Ave ra ge  re ve nue s  by month  we re  compute d for the  te s t ye a r. The  ave rage

re ve nue s  we re  the n  multip lie d  by the  inc re a s e  (o r de c re a s e ) in  numbe r o f

cus tomers  for each month of the  tes t year.

Adjus tme nt numbe r 5 incre a se s  re ve nue s  for unbille d re ve nue s  during the

tes t year. Wastewate r bills  a re  based on wate r usage . The  Company under billed

was tewa te r se rvices  during the  te s t yea r a s  confirmed by the  bill count and shown

on the  H-1 s che dule . This  a djus tme nt is  re quire d to prope rly re fle ct te s t ye a r

revenues .

Adjus tme nt 6 incre a s e s  re ve nue s  for propos e d proje cte d growth of 350

A.
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cus tomers . This  is  ba s e d on known proje cts  curre ntly unde r de ve lopme nt a nd

assumes  full build-out. The  Company has  proposed projected revenues  in orde r to

minimize  the  impa ct on ra te s  a nd is  not inte nde d to s e t a ny pre ce de nt for this  or

any other Company regula ted by the  Commiss ion.

RATE DES IGN (H S CHE])ULES )_

WHAT ARE THE COMP ANY'S  P RES ENT RATES ?

Customer
Class

Fla t Monthly
Charge

Charge  per 1,000 ga llons
of Water Usage

Re s ide ntia l

Car Washes,

N/A $ 2.73

La undroma ts , Comme rcia l,

Ma nufa cturing N/A

Hote ls , Mote ls N/A

Restaurants N/A

Indus tria l La undrie s N/A

Waste  Haulers N/A

Restaurant Grease N/A

Trea tment Plant Sludge N/A

Mud Sump Was te N/A

$ 2.67

$ 3.58

$ 4.42

$ 3.92

$80.00

$70.00

$80.00

$250.00

Q. WHAT ARE THE COMP ANY'S  P ROP OS ED RATES ?

A.

A.

The proposed ra tes  for customers  is :

Cus tomer
Class

Fla t Monthly
Charge

Charge  per 1,000 gallons
of Water Usage
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Re s ide ntia l

Car Washes ,

N/A $ 7.28

VI.

Q .

A.
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La undroma ts , Comme rcia l,

Ma nufa cturing N/A

Hote ls , Mote ls N/A

Restaurants N/A

Indus tria l La undrie s N/A

Waste  Haulers N/A

Restaurant Grease N/A

Trea tment Plant Sludge N/A

Mud Sump Was te N/A

$  7 .1 2

s  9 .5 5

s  11.79

$ 10.45

$213.36

$186.69

$213.36

$666.75

W H A T  IS  T H E  R A T E  IMP A C T  O N  R E S ID E N T IA L  C U S T O ME R S

US ING THE  MO NTHLY AVE R AG E  WATE R  US AG E ?

Residentia l Customers  who consume the  average  quantity of water (4,740 ga llons

pe r month) will experience  a  ra te  increase  of $34.51 pe r month, or an increase  of

a pproxima te ly 167%.

A R E  T H E R E  A N Y P R O P O S E D  C H A N G E S  T O  T H E  C O MP A N Y' S

MIS CELLANEO US  S ERVICE CHARG ES ?

No.

DO ES  THAT C O NC LUDE YO UR  DIR EC T TES TIMO NY?

1
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1 0

11

12 A.

13

1 4

15

16

17 A.

18

19 A.

2 0

2 1
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2 6

Ye s .

Q.
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EXHIBIT F



I.

Q-

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My na me  is  Thoma s  J . Boura s s a . My bus ine s s  a ddre s s  is  139 W. Wood Drive ,

P hoe nix, Arizona  85029.

Q- WHAT IS  YO UR P ROF ES S ION AND B AC KG R O UND?

I am a  Certified Public Accountant and am se lf-employed, providing consulting

services to utility companies as well as general accounting services. I have a B.S.

in Chemis try and Accounting from Northern Arizona  Univers ity (1980) and an

M.B.A. with an emphasis in Finance from the University of Phoenix (1991).

Q- COULD YOU BRIEFLY S UMMARIZE YOUR P RIOR WORK AND

REGULATORY EXPERIENCE?
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A.

A.

A. Yes. P rior to becoming a  priva te  consultant, I was  employed by High-Tech

Ins titute , Inc., and se rved a s  controlle r and chie f financia l office r. P rior to

working for High-Tech Ins titute , I worked as  a  divis ion controlle r for the  Apollo

Group, Inc. Be fore  joining the  Apollo Group, I wa s  e mploye d a t Kozo ra n &

Ker rode, CPAs. In that position, I prepared compilations and other write-up work

for water and wastewater utilities, as well as tax returns .

In my consulting practice, I have prepared and/or assisted in the preparation

of va rious  wa te r a nd wa s te wa te r utility ra te  a pplica tions  be fore  the  Arizona

Corporation Commission ("Commission"), including Vail Water Company, EXALT

Water Company, Ponderosa  Utility Company, Diablo Village  Water Company,

New River Utility Company, Far West Water & Sewer Company, Sedona Venture

Water and Sewer, Bella Vista Water Company, Rio Verde Utilities, Gold Canyon

Sewer Company, Green Valley Water Company, Beards ley Water Company,

Liv co Wate r and Sewer Company, P ine  Wate r Company, Arizona-American

Wa te r Compa ny, Cha pa rra l City Wa te r Compa ny, Va lle y Utilitie s  Wa te r



Compa ny, Community Wa te r of Gre e n Va lle y, Bla ck Mounta in Se we r Compa ny,

and Avra  Wate r Co-op.

Q. O N WHO S E BEHALF  ARE YO U TES TIF YING  IN THIS  P RO CEEDING ?

A. I am testifying in this proceeding on behalf of the applicant, Utility Source, L.L.C.

("USLLC" or "the Company"). USLLC is seeking increases in its rates and

charges for water and wastewater utility service in its certificated service area,

which is located in Coconino County.

Q- WHAT IS  THE P URP OS E OF  YOUR DIRECT TES TIMONY?

I will testify in support of the Company's proposed fair rate of return. I am

sponsoring Schedules D, which are filed concurrently herewith in support of the

Company's application.

11.

A.

Q-

COST OF CAPITAL (D SCHEDULES)

Rate Of Return Summarv

WOULD YOU PLEASE SUMMARIZE YOUR RECOMMENDED EQUITY

RETURN?
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A.

A. Ye s . I a m re comme nding a  re turn on e quity of 10.5 pe rce nt. My re comme nda tion

is  ba sed on cos t of equity e s tima te s  us ing cons tant growth and multi-s tage  growth

d is coun te d  ca s h  flow ("DCF ") mode ls  a nd  is  con firme d  by a  ris k p re mium

a na lys is , curre nt a nd proje cte d e quity re turns  for the  s a mple  group of publicly

tra de d utilitie s , a nd my re vie w of the  e conomic conditions  e xpe cte d to pre va il

during  the  pe riod  in  which  ne w ra te s  will be  in  e ffe c t.

there fore , the  overa ll cos t of capita l is  10.5 percent.

The  cos t of e quity for US LLC ca nnot be  e s tima te d dire ctly be ca us e  it is

e xtre me ly s ma ll a nd is  not publicly tra de d. The re fore , the re  is  no ma rke t da ta  for

US LLC. Cons e que ntly, I a pplie d the  DCF mode ls  to a  s a mple  of wa te r utilitie s

se lected from the Value  Line  Inves tment Survey. The re  a re  s ix wa te r utilitie s  in my

USLLC has no debt,



sample : American Sta tes  Water, Aqua America , California  Water, Connecticut

Water, Middlesex Water, and SJW Corp. I selected these water utilities because

Staff has  used them in recent water utility ra te  cases . To tes t my DCF results , I

performed a risk premium analysis based on l0-year Treasury rates. Computations

of common equity returns using DCF and risk premium approaches are shown on

schedules D-4.9 through D-4.13.

My DCF analysis  indicates  that a  re turn on equity ("ROE") in the  range of

8.5 percent to 12.0 percent is  appropriate. My risk premium analysis  serves as a

check of reasonableness for the DCF results. That analysis indicates a ROE in the

range of 10.3 percent to 11.1 percent. A return on equity of 10.5 percent is  within

the ranges produced by both types of equity cost estimates , and is  conservative

when USLLC's extremely small size compared to the sample and other business

risks not captured by the market data are considered.

Q. HAVE YOU P REP ARED ANY S CHEDULES  AND ATTACHMENTS  TO

ACCOMP ANY YOUR TES TIMONY?

Yes. The D-1 Schedule shows the common equity, relevant long-term debt and the

weighted cost of capital. Again, the Company has no long-term debt in its  capital

structure.
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Q.

B. Overview of the Cos t of Capital

P LEAS E P ROVIDE AN OVERVIEW OF THE COS T OF CAP ITAL.

A.

A. Put s imply, the  cost of capita l is  the  ra te  of re turn that equity investors  expect to

receive . Investors  can choose to invest in many types  of assets . Each will have

varying degrees of risk, ranging from relatively low risk assets  such as  Treasury

securities  to somewhat higher risk corporate  bonds to even higher risk common

stocks . As  the  leve l of risk increases , inves tors  require  higher re turns  on the ir

invested capital.



Common
Stocks

Speculative
Investments

Treasury
Bills Non-investment

Grade Bonds

Q- CAN YOU ILLUSTRATE THE CAPITAL MARKET RISK-RETURN

CONCEPT?

!
I

I

A. Ye s . The  following gra ph de picts  the  ris k-re turn re la tions hip tha t ha s

be come  wide ly known a s  the  Ca pita l Ma rke t Line  ("CML"). The  CML illus tra te s

in a  genera l way the  risk-re turn re la tionship.

The Capital Market Line (CML)

Expected Rate of Return

20%

15% A

10%

l

Investment
Grade Bond

Higher Risk >

The  CML can be  viewed a s  a  continuum of the  ava ilable  inves tment opportunitie s

for inve s tors . Inve s tme nt ris k incre a s e s  a s  one  move s  upwa rd a nd to the  right

a long the  CML. As  the  risk of an inves tment increa se s , the  expected re turn on the

investment a lso increases .
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Q- How DOES THE RISK-RETURN TRADE-OFF CONCEPT WORK IN

THE CAPITAL MARKET?

A. As  a lre a dy s ugge s te d  by the  CML, the  a lloca tion  of ca pita l in  a  fre e  ma rke t



e conomy is  ba s e d upon the  re la tive  ris k of, a nd e xpe cte d re turn from, a n

inves tment. In general, inves tors  rank inves tment opportunities  in the order of their

re la tive  ris ks . Inve s tm e nt a lte rna tive s  in which the  e xpe c te d re turn is

commens ura te  with the  perce ived ris k become viable  inves tment options . If a ll

othe r fa ctors  re ma in e qua l, the  gre a te r the  ris k, the  highe r the  ra te  of re turn

inves tors  will require  to compensate  inves tors  for the  pos s ibility of los s  of e ither

the principal amount invested or the expected annual income from such investment.

Short-term Treasury bills  provide a  high degree of certainty and in nominal

te rms  (a fte r cons ide ring infla tion) a re  cons ide red virtua lly ris k free . Long-te rm

bonds  and pre fe rred s tocks , having priority cla ims  to as s e ts  and fixed income

payments , are relatively low risk, but are not risk free. The market values  of long-

term bonds often fluctuate when government policies  or other factors  cause interest

rates  to change. Common s tocks  are higher and to the right on the CML continuum

because they are exposed to more risk. Common s tock risk includes  the nature of

the underlying bus iness  and financial s trength of the issuing corporation as  well as

market-wide factors, such as general changes in capital costs .

The capital markets  reflect investor expectations and requirements  each day

through market prices . Prices  for s tocks  and bonds  change  to re flect inves tor

expecta tions  and the  re la tive  a ttractivenes s  of one  inves tment vers us  another.

While  the  example  provided above  s eems  s tra ightforward, re turns  on common

stocks are not directly observable in advance, in contrast to debt or preferred stocks

with fixed payment terms, and therefore they must be es timated from market data.

Es timating the  cos t of equity capita l is  a  matter of informed judgment about the

re la tive  ris k of the  com pa ny in que s tion a nd the  e xpe c te d ra te  of re turn

characteristics of other alternative investments .
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DETERMINED ?

The measurement  of a ut ility's cost  of capital is a complex topic. It  requires an

analysis of the factors influencing the cost  of various types of capital,  such as

interest on long-term debt, dividends on preferred stock, and earnings on common

equity.  Each of these sources of funds has a cost .  The unit  cost  of the various

component sources of capital is an important input into the calculation of a utility's

overall cost of capital.

The data for such an analysis comes from the capital market where the firm

raises funds by issuing common stock, selling bonds, and by borrowing (both long-

and shor t - t erm) from banks and o ther  financial inst it ut ions. In t he  highly

competitive capital markets, the cost of capital, whether the capital is in the form of

debt or equity, is determined by two important factors :

1) The pure or real rate of interest ,  often called the risk-free rate of
interest, and

2) The uncertainty or  r isk premium (the compensat ion the investor
requires over and above the real or pure rate of interest for subjecting
his capital to additional risk).
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Q. WOULD YOU DISCUSS THESE FACTORS IN GREATER DETAIL?

A.

A. The pure rate of interest essentially reflects both the time preference for, and the

product ivity of,  capital.  From the standpoint  of the individual,  it  is the rate of

interest required to induce the individual to forego present consumption and offer

the funds thus saved to others for a specified length of t ime. Moreover, the pure

rate of interest concept is based on the assumption that no uncertainty affects the

investment undertaken by the individual, i.e., there is no doubt that the periodic

interest  payments will be made and the principal returned at  the end of the t ime

period. In reality,  investments without  risk do not  exist .  Every commitment  of

funds invo lves some degree o f uncer t a int y. U.S.  Government  obligat ions,



howe ve r, ma y a t time s  a pproa ch some thing like  a  risk fre e  ra te  of inte re s t. It mus t

be  pointe d out, howe ve r, tha t U.S . Tre a sury obliga tions  a re  only "risk fre e " in the

sense  tha t they a re  typica lly regarded as  be ing free  of de fault risk. Holders  of these

obliga tions  s till fa ce  the  da nge rs  of purcha s ing powe r los s  (infla tion risk) a nd the

loss  of capita l va lues  if rea l inte res t ra tes  rise  (inte res t ra te  risk).

Turning to the  s e cond fa ctor a ffe cting the  cos t of ca pita l, it is  ge ne ra lly

a cce pte d tha t the  highe r the  de gre e  of unce rta inty, the  highe r the  cos t of ca pita l.

Investors  a re  regarded as  risk adverse  and require  tha t the  ra te  of re turn increase  as

the  risks  (uncerta inty) associa ted with an inves tment increase .

Q. CAN YOU PROVIDE SOME PERSPECTIVE ON YOUR PREVIOUS

DISCUSSION WITH RESPECT TO RETURNS ON COMMON STOCKS?

A. Ye s . Conce ptua lly,

+ Ris k P re mium

whe re  the  ris k pre mium inve s tors  re quire  for common s tocks  will be  highe r tha n

the  ris k pre mium the y re quire  for inve s tme nt gra de  bonds . This  re la tions hip is

de picte d in the  gra ph of the  CML, a bove . As  I will discuss  in the  ne xt s e ction, this

concept is  the  bas is  of risk premium methods  I used to es timate  the  cos t of equity.

Required Re turn for
Common Stocks

Re turn on a
risk-free  asse t

Q- WHAT HAS BEEN THE RECENT EXPERIENCE IN THE U.s. CAPITAL

MARKETS?
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A. In the  pa s t 10 ye a rs , infla tion a nd ca pita l ma rke t cos ts  ha ve  ge ne ra lly de cline d.

Inte res t ra te s  have  been lower than in previous  decades . Infla tion, a s  measured by

the  Cons ume r P rice  Inde x, ha s  be e n a t re la tive ly low le ve ls . The  une ve n pa ce  of

the  e conomy ke pt cons ume r price s  in che ck a nd re s ulte d in low inte re s t ra te s .

S ince  the  firs t qua rte r 2004, howe ve r, improving e conomic growth a nd conce rns

a bout infla tion ha ve  le d to fluctua ting inte re s t ra te s . The  Fe de ra l Re s e rve  be ga n
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ra is ing interest ra tes  in June 2004 to address these  concerns.

The  e conomic  fo re ca s t da ta  s how c le a r e xpe c ta tions  fo r con tinu ing

e conomic growth. The  dis ruptions  ca us e d by the  Augus t a nd S e pte mbe r 2004

hurrica ne s  a re  cons ide re d te mpora ry a nd the  e conomy continue s  to  pe rform

remarkably we ll. Rea l GDP for the  third qua rte r of 2005 grew a t 3.8 pe rcent, while

the  fourth qua rte r gre w a t 3.1 pe rce nt. Expe cta tions  a re  tha t re a l GDP for the  IS

qua rte r of 2006 will grow a t 4.7 pe rce nt, but is  e xpe cte d to mode ra te  the re a fte r. If

rea l GDP grows as  expected, 1 s f quarte r 2006 would mark the  l 2th s tra ight quarte r

of be tte r tha n 3 pe rce nt growth, the  be s t run s ince  the  mid-l980 's . Re a l GDP

growth is  projected to be  3.0% and 3.5% through in 2006.

Policymakers  remain concerned about he ightened infla tion pressures . There

ha s  be e n a  re bound in cons ume r a ctivity a nd the  ris e  in pa yrolls  ma y s igna l a

mode s tly highe r le ve l of infla tion. Core  infla tion a t the  e nd of 2005 wa s  a t the  top

of the  Fe d's  pre fe rre d me a s ure  of 1.0%-2.0%, which s e rve s  a s  a  re minde r to the

ma rke ts  tha t the  Fe d's  mone ta ry tighte ning will continue . The  Fe de ra l Re s e rve ,

confronte d with a bove -tre nd growth, incre a se d the  fe de ra l funds  ra te  to 4.50% a t

the  end of January 2006.

The  cons e ns us  fore ca s t in  e a rly Ma rch  of 2006 indica te d  the  Fe de ra l

Re s e rve  would ra is e  the  fe de ra l funds  ra te  a nothe r 25 to 50 ba s is  points  in the

coming months . On March 28, 2006, the  Fede ra l Rese rve  did increa se  the  fede ra l

funds  ra te  to 4.75 pe rcent. Longer range  consensus  forecas ts  of the  federa l funds

ra te  for the  firs t qua rte r of 2007 is  4.9 pe rce nt. The  10-ye a r Tre a s ury bond is

proje cte d to incre a s e  from its  curre nt le ve l of a bout 4.6 pe rce nt to 4.9 pe rce nt by

the  e nd of the  fourth qua rte r of 2006. Long ra nge  conse nsus  fore ca s ts  of 10-ye a r

Treasury bond ra te  for 2007 and 2008 are  5.2 percent and 5.2 percent, respective ly.

Q. IS  THE R E  A R E LATIO NS HIP  B E TWE E N THE  C O S T O F  E Q UITY AND



INTEREST RATES?

Yes. The cost of equity moves in the same direction as interest rates. Rising

interest rates indicate the cost of equity is also rising. The upward trend in interest

rates discussed above is an important factor in estimating the cost of capital.

Q- IS USLLC AFFECTED BY THESE SAME MARKET UNCERTAINTIES

AND CONCERNS?

Yes. To varying degrees, all the water utilities in the sample are affected.

Q- WHAT ARE THE RECENT DEVELOPMENTS IN THE WATER UTILITY

INDUSTRY AFFECTING UTILITY INVESTMENTS AND THE MARKET?

Although the water utilities in the sample have recently encountered a more

favorable regulatory environment, especially in California, the water utility

industry is expected to confront increasing infrastructure demands. Many of the

current infrastructures are over 100 years old and are in need of significant

maintenance and, in some cases, massive renovation and replacement. In addition,

water companies are faced with the continued heightened threat of bio-terrorism on

U.S. pipelines and reservoirs as well as the continuing need to comply with EPA

water purification standards. As infrastructure costs continue to climb, many

smaller companies are at a disadvantage. With out sufficient resources to fund

improvements, many companies are being forced to sell to larger utilities with the

flexibility and capital to deal with them.
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Q- ARE WASTEWATER UTILITIES FACED WITH SIMILAR INDUSTRY

ISSUES AS WELL?

A.

A.

A.

A. Ye s . Wa s te wa te r utilitie s  mus t a ls o comply with ne w a nd more  s tringe nt

regulatory s tandards  and are  confronted by the s imilar bio-terorrism threats . The

2004 hurricanes  highlighted the potentia l public health effects  and dangers  when

was tewater treatment facilities  are  damaged. Was tewater utilities  a lso face  high



infra s tructure  cos ts , pe rha ps  e ve n gre a te r cos ts  tha n wa te r utilitie s . Wastewater

capita l costs  on a  per customer basis  a re  genera lly much higher than those  for water

utilitie s . Furthe r,  wa s te wa te r tre a tme nt fa c ilitie s  mus t be  bu ilt in  ca pa c ity

incre me nts  la rge  e nough to be  e conomica l in the  long-te rm. For utilitie s  fa cing

growth, tre a tment facilitie s  a re  required to be  built we ll be fore  the  capacity can be

fully utilized. These  two conditions  subs tantia lly increa se  inves tment and financia l

ris k.

Q. WO ULD YO U P LE AS E  DIS C US S  IN MO R E  DE T AIL T HE  IMP AC T  O F

RIS K ON CAP ITAL COS TS ?
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A. Ce rta inly. With re fe re nce  to spe cific utilitie s , risk is  ofte n dis cus se d a s  cons is ting

of two separa te  types  of risk: bus iness  risk and financia l risk.

Business  risk, the  bas ic risk associa ted with any bus iness  undertaking, is  the

uncerta inty a ssocia ted with the  ente rprise 's  day-to-day opera tions . In e ssence , it is

a  function  of the  norma l da y-to-da y bus ine s s  e nvironme nt, bo th  loca lly a nd

na tiona lly. Bus ine s s  ris ks  include  the  condition  of the  e conomy a nd ca pita l

ma rke ts , the  s ta te  of la bor ma rke ts , re giona l s ta bility, gove rnme nt re gula tion,

technologica l obsole scence , and othe r s imila r factors  tha t may impact demand for

the  bus ine s s  product a nd its  cos t of production. For e xa mple , one  of the  bigge s t

ris ks  US LLC fa ce s  is  the  e ve r-cha nging re gula tory clima te . Wa te r utilitie s  a re

s ubje ct to s trict re gula tion be ca us e  of the  he a lth a nd ris ks  a s s ocia te d with the ir

opera tions . The  e nvironme nta l rule s  fre que ntly cha nge , us ua lly re s ulting in

additional requirements  and increased costs .

The  grea te r the  degree  of uncerta inty regarding the  va rious  factors  a ffecting

a  company's  bus iness , the  grea te r the  risk of an inves tment in the  company and the

grea ter the  compensation required by the  investor.

Fina ncia l risk, on the  othe r ha nd, conce rns  the  dis tribution of bus ine s s  risk

_10-



to the  va rious  capita l inves tors  in the  utility. As discussed earlier, permanent

capital is  normally divided into three categories: long-term debt, preferred s tock

and common equity. Because common equity owners have only a residual claim

on earnings after debt and preferred stockholders are paid, financial risk tends to be

concentrated in that element of the firm's capital. Thus, a decision by management

to raise additional capital by issuing additional debt concentrates even more of the

financial risk of the utility in the common equity owners

Although often discussed separately, the two types of risks are interrelated

S pe cifica lly, a  common e quity inve s tor ma y s e e k to offs e t e xpos ure  to high

financial risk by investing in a firm perceived to have a low degree of business risk

In other words , the  tota l risk to an inves tor would be  high if the  ente rprise  was

characterized as a high business risk with a large portion of its  permanent capital

financed with senior debt. To attract capita l under these circumstances, the firm

would have to offer higher rates of return to its common equity investors

Q- IS THERE A RELATIONSHIP BETWEEN A UTILITY'S CAPITAL

STRUCTURE AND ITS COST OF CAPITAL?
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Generally, when a  firm engages  in debt financing, it exposes  itse lf to risks  tha t

once debt becomes significant relative to the total capital s tructure, increase in a

geometric fashion compared to the  linear percentage  increase  in the  debt ra tio

itself. This risk is  illustrated by considering the effect of leverage on net earnings

For example, as leverage increases, the equity ratio falls. This creates two adverse

e ffects  on the  inves tor. Firs t, equity ea rnings  decline  rapidly and may even

disappear. Second, the  "cushion" of equity protection for debt fa lls . A decline  in

the protection afforded debt holders, or the possibility of a serious decline in debt

protection, will act to increase  the  cos t of debt financing. There fore , one  may

conclude  tha t each new financing, whether through debt or equity, impacts  the



ma rgina l cos t of future  fina ncing by a ny a lte rna tive  me thod. For a  firm a lre a dy

pe rce ive d a s  be ing ove r-le ve ra ge d, this  a dditiona l borrowing would ca us e  the

ma rgina l cos t of both e quity a nd de bt to incre a se . On the  othe r ha nd, if the  s a me

Finn ins tead employed equity funding, this  could actua lly reduce  the  rea l margina l

cos t of a dditiona l borrowing, e ve n if the  pa rticula r e quity is s ua nce  occurre d a t a

higher unit cos t than an equiva lent amount of debt

The  the ore tica l optimum ra tio of de bt to e quity in the  ca pita l s tructure  will

va ry cons ide ra bly from one  indus try to a nothe r a nd, to a  ve ry s ignifica nt e xte nt

among companies  within a  given indus try, based on the  s ize  of the  company and its

a bility (or ina bility) to a ttra ct ca pita l. A the ore tica lly "ba la nce d" ca pita l s tructure

is  one  tha t provides  debt with adequa te  protection, ye t conta ins  enough leverage  to

produce  e quity e a rnings  sufficie nt to a ttra ct ne w e quity ca pita l (but not so la rge  a

degree  of leverage  as  to introduce  earnings  ins tability and render equity inves tment

specula tive ). For s ma lle r u tilitie s , for e xa mple , fina ncia l le ve ra ge  ofte n  ha s

de trime nta l impa cts  with ve ry s light incre a s e s  in e xpe ns e s . As  a  cons e que nce

s ma lle r utilitie s  like  USLLC ca nnot s upport the  s a me  pe rce nta ge  of de bt in the ir

capita l s tructure  as  a  la rger utility

Q~ HAS THE U.S. SUPREME COURT SET FORTH ANY STANDARDS THAT

APPLY TO EQUITY RETURNS?
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A. Ye s . In  1923 , the  U.S . S upre me  Court s e t fo rth  the  fo llowing  c rite ria  fo r

de te rmining whe the r a  ra te  of re turn is  rea sonable  in Blue  he ld Water Works  and

Improve me nt Co. v. Public Se rvice  Commis s ion of We s t Virginia , 262 U.S . 679

692-93 (1923)

24 A public  utility is  e ntitle d to  s uch ra te s  a s  will pe rmit it to
a m a  re turn on the  va lue  of the  prope rty which it e m la ys

for the  convenience  of the  public equa  to tha t gene ra lly be ing
ma de  a t the  s a me  time  a nd in the  s a me  ge ne ra l pa rt of the
country on inves tments  on othe r bus ine ss  unde rtaking which



a ttended by corre sponding risks  and unce rta intie s .... The
re turn should be  reasonably sufficient to a ssure  confidence  in
the  financia l soundness  of the  utility and should be  adequa te ,
unde r e fficie nt a nd e conomica l ma na ge me nt to ma inta in a nd
support its  cre dit a nd e na ble  it to ra is e  mone y ne ce s sa ry for
the  prope r discha rge  of its  public dutie s . A ra te  of re turn may
be  reasonable  a t one  time  and become  too high or too low by
cha nge s  a ffe cting opportunitie s  for inve s tme nt, the  mone y
market, and business  conditions  genera lly.

are

In Fede ra l Power Commiss ion v. Hope  Na tura l Gas , 320 U.S. 591, 603 (1944), the

Supreme Court s ta ted the  following regarding the  re turn to owners  of a  company:

[T]he  re turn to the  e quity owne r s hould be  comme ns ura te
with  re tu rns  on  inve s tme nts  in  o the r e n te rpris e s  ha ving

Tha t re tu rn  more ove r,  s hou ld  be
sufficient to a s sure  confidence  to the  financia l integrity of the
enterprise  so as  to mainta in its  credit and to a ttract capita l.

corre s ponding ris ks .

Taken toge the r, these  cases  provide  the  founda tion for la te r cases  dea ling with the

is sue  of ra te  of re turn. In summa ry:

(1) The  ra te  of re turn s hould be  s imila r to the  re turn in bus ine s s e s  with

s imila r or comparable  risks ,

(2) The  re turn should be  sufficient to ensure  the  confidence  in the  financia l

inte grity of the  utility;

(3) The  re turn s hould be  s ufficie nt to ma inta in a nd s upport the  utilitie s

credit, and

(4) The  re turn s hould e na ble  the  utility to a ttra ct ca pita l ne ce s s a ry for the

proper discharge  of its  duties .

Ba s e d on the s e  principle s , the  fa ir ra te  of re turn s hould clos e ly pa ra lle l

inves tor opportunity cos ts  a s  discussed above . If the  utility ea rns  its  marke t cos t of

equity, ne ither its  s tockholders  nor its  customers  should be  disadvantaged.
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Q- HOW HAVE THESE CRITERIA BEEN APPLIED IN REGULATORY

PROCEEDINGS?
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The  applica tion of the  "reasonableness" crite ria  la id down in these  Supreme  Court

ca ses  has  re sulted in s ignificant controve rsy. The  typica l me thod of computing the

ove ra ll cos t of capita l is  quite  s tra ightforward: it is  the  compos ite , we ighted cos t of

the  va rious  cla sse s  of capita l (debt, pre fe rred s tock, and common equity), used by

the  utility. The  we ighting is  done  by ca lcula ting the  proportion tha t e a ch cla s s  of

ca pita l be a rs  to tota l ca pita l. However, the re  is  no consensus  rega rding the  bes t

me thod  o f me a s u ring  the  cos t o f e qu ity ca p ita l. The  incre a s ing re gula tory

e mpha s is  on obje ctivity in de te rmining of re turn ha s  re s ulte d in a  prolife ra tion of

qua s i-me cha nica l te chnique s  a nd formula e  for use  in e quity re turn de te rmina tion.

As  will be  discussed more  fully be low, however, none  of the  techniques  introduced

has been universa lly accepted.
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Q-

C. Es tima ting  the  Co s t o f Eq uitv Cap ita l

WO ULD YO U B R IE F LY DE S C R IB E  THE  AP P R O AC H YO U F O LLO WE D

IN YOUR COS T OF  CAP ITAL S TUDY?

Es tima ting the  cos t of e quity is  a  ma tte r of informe d judgme nt. The  de ve lopme nt

of an appropria te  ra te  of re turn for a  regula ted ente rprise  involves  the  de te rmina tion

the  le ve l of ris k a s s ocia te d  with  tha t e n te rpris e  a nd  the  de te rmina tion  of a n

a ppropria te  re turn for tha t risk le ve l. P ra ctitione rs  e mploy va rious  te chnique s  tha t

provide  a  link to  a ctua l ca pita l ma rke t da ta  a nd a s s is t in  de fining the  va rious

re la tionships  tha t underlie  the  equity cos t es timation process .

As  I ha ve  te s tifie d ,  US LLC is  no t pub lic ly tra de d  s o  the  in fo rma tion

re q u ire d  to  d ire c t ly  e s t ima te  US LLC 's  c o s t  o f e q u ity is  n o t  a va ila b le .

Accordingly, I use d a  s a mple  of wa te r utilitie s  to provide  me a ns  of de ve loping a n

a ppropria te  cos t of e quity for USLLC. Water utilities  a re  used because  there  a re

no publicly traded companie s  tha t de rive  the  bulk of the ir revenue  from both wa te r

a nd wa s te wa te r s e rvice s . The re  a re  s ix wa te r utilitie s  include d in my s a mple  a nd

A.

A.
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include  Ame rica n S ta te s  Wa te r, Aqua  Ame rica , Ca lifornia  Wa te r, Conne cticut

Wa te r, Middle sex Wa te r, and SJW Corp. All the se  companie s  a re  followed by the

Value Line Investment Survey.

Q. ARE THE WATER UTILITIES IN YOUR SAMPLE DIRECTLY

COMPARABLE TO USLLC?

No. The ir prima ry source  of re ve nue s  is  from wa te r s e rvice s . Howe ve r, the y ha ve

e nough s imila rity to provide  a  use ful s ta rting point for de ve loping a  cos t of e quity

fo r US LLC. All of the s e  compa nie s  a re  re gula te d utilitie s , a nd the ir prima ry

source  of re ve nue s  is  from re gula te d se rvice s . While  a ll of the m prima rily provide

water service , some of the  companies  provide  both water and wastewater services  .

Q- D O E S  T H E  MAR K E T  D AT A P R O VID E D  B Y T H E  W AT E R  U T IL IT Y

S AMP L E  C AP T U R E  AL L  O F  T H E  MAR K E T  R IS K S  U S L L C  MIG H T

F AC E IF  IT WER E P UB LIC LY TR ADED?
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A. In my opinion, no. Firs t, the re  is  no compa ra ble  ma rke t da ta  for utility compa nie s

the  s ize  of USLLC. The  sma lle s t compa ny in the  s a mple , Conne cticut Wa te r, ha s

40 time s  the  ne t pla nt inve s tme nt of US LLC, a nd over 320 time s  the  re ve nue s .

S e cond, ma rke t da ta  for the  s a mple  wa te r utilitie s  do not include  da ta  for wa te r

utilitie s  prima rily s e rving the  Arizona  ma rke t a nd thus  prima rily s ubj e t to Arizona

ra te  re gula tion. Arizona  ra te  regula tion require s  use  of his torica l te s t yea rs  and

limite d out of pe riod a djus tme nts . Furthe r, USLLC fa ce s  the  ris k tha t une xpe cte d

cha nge s  in  cos ts  in  the  pe riod in  which ne w ra te s  will be  in  e ffe ct will not be

recovered without a  costly and lengthy genera l ra te  case .

The  wa te r s a mple  is  he a vily we ighte d  with  u tilitie s  do ing  bus ine s s  in

Ca lifornia . Ame rica n S ta te s , Ca lifornia  Wa te r, a nd S J W Corp. a re  ba s e d in

Ca lifornia  and rece ive  the  bulk of revenues  from utility se rvice  in tha t s ta te . These

u tilitie s  a re  fa ce  le s s  re gu la tory ris k be ca us e  the  Ca lifo rn ia  P ublic  Utilitie s

A.
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Commiss ion ("PUC") a llows  the  use  of future  te s t yea rs  and ba lancing accounts  for

e xpe ns e s  s uch a s  purcha s e d powe r a nd purcha s e d wa te r. Aqua  Ame rica , the

la rges t wa te r utility in the  group, has  opera tions  in more  than 10 s ta tes . As  a  result,

its  sys te ms  a re  re gula te d by diffe re nt s ta te  commiss ions  a nd a re  le s s  a ffe cte d by

unfavorable  decis ions  and policies  of a  pa rticula r regula tory commiss ion.
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Q- CAN YOU PROVIDE A GENERAL DESCRIPTION OF THE WATER

UTILITIES IN YOUR SAMPLE?

Ce rta inly. S che dule  D-4.1 lis ts  the  ope ra ting re ve nue s  a nd ne t pla nt for the  s ix

wa te r utilitie s  a s  re porte d by AUS  Utility Re ports (forme rly C.A. Turne r Utility

Reports ) a nd US LLC. In a ddition, be low is  a  ge ne ra l de s cription of e a ch of the

companies :

(1) American Sta tes primarily se rves  the  Ca lifornia  marke t though Southe rn

Ca lifornia  Wa te r Compa ny provide s  wa te r s e rvice s  to ove r l million pe ople  within

75 communitie s  in 10 countie s  in the  S ta te  of Ca lifornia , prima rily in Los  Ange le s ,

Sa n Be rna rdino, a nd Ora nge s  countie s . It ha s  one  subs idia ry se rving the  Arizona

ma rke t with a pproxima te ly 13,000 cus tome rs  in Founta in Hills  a nd S cotts da le .

Approxima te ly 91  pe rce n t o f Ame rica n  S ta te s  re ve nue s  we re  de rive d  from

Southe rn Ca lifornia  Wa te r. Re ve nue s  for Ame rica n S ta te s  we re  ove r $236 million

in 2005 and ne t plant was  over $629 million a t the  end of 2005 .

(2) Aqua  Ame rica owns  re gula te d utilitie s  in P e nns ylva nia , Ohio, North

Ca rolina , Illinois , Te xa s , Ne w J e rs e y, Florida , India na , Ma ine , Mis s ouri, Ne w

York, a nd S outh Ca rolina , s e rving ove r 864,000 cus tome rs  a t the  e nd of 2005 .

Re ve nue s  for Aqua  Ame rica  we re  ove r $496 million in 2005 a nd ne t pla nt wa s

over $1 .97 billion a t the  end of 2005.

(3) Ca lifornia  Wa te r Se rvice  Group owns  s ubs idia rie s  in Ca lifornia , Ne w

Me xico, Wa shington, a nd Ha wa ii s e rving ove r 500,000 cus tome rs . The  Ca lifornia

A.
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ope ra tions  a ccount for ove r 95 pe rce nt of cus tome rs  a nd ove r 96 pe rce nt of

ope ra ting revenues . Re ve nue s  for Ca lifornia  Wa te r we re  ove r $320 million in

2005 and ne t plant was  over $756 million a t the  end of 2005.

(4) Conne cticut Wa te r Se rvice s owns  s ubs idia rie s  in Conne cticut a nd

Ma s s a chus e tts  s e rving ove r 87,000 cus tome rs . Re ve nue s  for Conne cticut Wa te r

Se rvice  we re  ove r $53 million in 2004 a nd ne t pla nt wa s  ove r $195 million a t the

e nd of2004.

(5) Middle s e x Wa te r owns  s ubs idia rie s  in  Ne w J e rs e y a nd De la wa re

s e rving ove r 84,000 cus tome rs  a nd provide s  wa te r s e rvice  unde r contra ct to

municipa litie s  in centra l New Je rsey to a  popula tion of ove r 267,000. Revenues  for

Middle s e x Wa te r we re  ove r $71 million in  2004 a nd ne t pla nt wa s  ove r $235

million a t the  e nd of 2004.

(6) SJW Corp. owns  Sa n Jose  Wa te r, which provide s  wa te r s e rvice  in a n

138 s qua re  mile  a re a  in  S a n J os e , Ca lifornia , a nd s urrounding communitie s .

Re ve nue s  for SJW Corp we re  ove r $180.1 million in 2005 a nd ne t pla nt wa s  ove r

$301 million a t the  end of 2005.

Q. HO W DO ES  US LLC CO MP ARE TO  THE S AMP LE WATER UTILITES ?

It is  much s ma lle r. At the  e nd of the  te s t ye a r, US LLC ha d a pproxima te ly 350

wa te r utility cus tome rs . Its  re ve nue s  tota le d le s s  tha n $9l,()00, a nd its  ne t pla nt

wa s  a pproxima te ly $1.86 million. And  US LLC is  no t d ive rs ifie d . It  h a s  a

re la tive ly s ma ll s e rvice  te rritory in Coconino County with re la tive ly low growth

potentia l compared to the  sample  companies , and no a lte rnative  sources  of revenue.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- IS  US LLC CO MP ARABLE TO  THE S AMP LE WATER UTILITIES ?

Certa inly, a  good a rgument can be  made  tha t USLLC is  not comparable  to the  s ix

publicly tra de d wa te r utilitie s  in the  s a me  group. Unfortuna te ly, a s  I te s tifie d, the

a pproa che s  commonly us e d to e s tima te  a  utility's  cos t of e quity re quire  ma rke t

A.

A.
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data, which is not available for small private businesses, like USLLC. As a result,

much larger, public companies must be used as proxies. This is an important factor

to keep in mind, since the criteria established by the Supreme Court in decisions

such as Blue field Water Works and Hope Natural Gas require the use of

comparable companies, i.e., companies that would be viewed by investors as

having similar risks.

Q- YOU PREVIOUSLY DISCUSSED FINANCIAL RISK, WHICH IS

RELATED TO A FIRM'S CAPITAL STRUCTURE. HOW DO THE

CAPITAL STRUCTURES OF THE SAMPLE WATER UTILITIES

COMPARE TO USLLC?

Schedule D-4.2 shows the capital structure of USLLC contains no debt and 100

percent equity compared to the average of the water utility sample of 48 percent

debt and 52 percent equity. Having no debt in its capital structure implies less

financial risk than the water utility sample.
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Q- YOU HAVE ANY GENERAL CONCERNS WITH THE DATA

AVILABLE TO MAKE COST OF EQUITY ESTIMATES FOR THE

WATER UTILITIES?

DO

Yes. Schedule D-4.3 shows that common stock prices have increased significantly

during the past five years, and those increases have exceeded the average annual

increases in dividends per share (DPS), earnings per share (EPS) and book value

per share. Value Line (January 2004) suggests part of the reason for this is

consolidation in the water utility industry. Value Line has advised investors to

expect mergers and acquisitions to continue and stock prices from an acquisition to

be as much as four times book value.

Irrespective of investor merger and acquisition expectations, stock price

growth has exceeded book growth. Schedule D-4.4 shows that common stock

A.

A.
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prices  have  had annua l ave rage  price  increases  during the  pas t 10 yea rs  tha t have

exceeded the  average  annua l increases  in dividends  per share , ea rnings  per share ,

and book value  per share .

Q- ARE THERE OTHER DATA SHOWING THAT STOCK PRICES FOR

THE WATER UTILITY STOCKS HAVE BEEN INCREASING?

A. Ye s . Sche dule  D-4.5 compa re s  the  clos ing s tock price s  for the  April 25, 2005 to

the  s pot price  a t April 25, 2006. In this  pe riod of time , the  a ve ra ge  incre a s e  in

prices  was  over $6.86 per share . This  is  an average  of nearly 30 percent.

Q- WHAT IMPLICATIONS DOES THIS HAVE FOR ESTIMATING THE

COST OF EQUITY USING THE SAMPLE WATER UTILITIES?

If inve s tors  ha ve  bid  up price s  for utility s tocks  in  a nticipa tion of a  me rge r or

a cquis ition , the  s tock price s  will re fle c t the  inve s tor's  e xpe cte d  pre mium a t

a cquis ition. As  I will dis cus s  la te r, this  dis torts  the  re s ults  produce d the  DCF

model and lowers  the  indica ted equity cos t.

Alte rna tive ly, inve s tors  ma y ha ve  bid up the  price s  for the  wa te r utility

s tocks  be ca us e  the y e xpe ct incre a s e s  in e a rnings  a nd divide nds  in the  future . In

othe r words , inve s tors  e xpe ct the  wa te r utilitie s  to be  a uthorize d, a nd to a ctua lly

earn higher re turns  on equity.
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Q- WHAT METHODS AND CAPITAL MARKT DATA ARE USED TO

EVALUATE THE COST OF EQUITY CAPITAL?

Techniques  for e s tima ting the  cos t of equity genera lly fa ll into three  groups :

( l ) comparable  earnings methods,

(2) risk premium methods , and

(3) DCF me thods .

The  comparable  ea rnings  me thods  used to de te rmine  the  cos t of equity is  a  direct

ou tgrowth  o f jud ic ia l op in ions  on  the  ra te  o f re tu rn . The Blue fe la ' decis ion

A.

A.
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s ugge s ts  tha t opportunity cos t, a s  de fine d in the  e conomic lite ra ture , is  the

a ppropria te  me a s ure  of the  a ctua l cos t of common e quity for a  re gula te d utility.

This  approach involves  direct observa tion of market re turns , an assessment of the

pers is tence  of those  re turns , and an eva lua tion of the  risk accepted by tha t re turn.

The  advantage  of the  comparable  ea rnings  approach is  tha t it is  easy to ca lcula te

a nd the  a mount of s ubje ctive  judgme nt re quire d is  minima l. The  ba s is  for

compa ris on is  the  book va lue  of common e quity, which le s s  vulne ra ble  to

regula tory influences , in contra s t to the  marke t-based DCF mode l and the  capita l

asse t pricing model ("CAPM") .

The  s e cond group of e s tima tion te chnique s  a re  ris k pre mium me thods ,

which be gin with  curre ntly obs e rva ble  ma rke t re turns , s uch a s  yie ld s  on

government or corpora te  bonds , and add an incrementa l amount for the  additiona l

ris k a s s ocia te d with common e quity. The  CAP M, for e xa mple , is  a  type  of ris k

pre mium a pproa ch. Although the  CAP M me thod is  wide ly us e d in a ca de mic

research, questionable  assumptions that underlie  the  model have detracted from its

pra ctica l a pplica tion. Othe r ris k pre mium me thods , s uch a s  the  bond-yie ld plus

ris k pre mium me thod, a re  le s s  s ubje ctive  tha n the  CAP M a nd a re  e a s ie r to

implement. The  risk premium method does  not require  es timates  of be ta  or market

risk premiums, for example , or depend on what interes t ra te  is  chosen as  the  proxy

for the  risk free  ra te .

Q- CAN YOUELABORATE?
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A. Ye s . De s pite  more  tha n 30 ye a rs  of a tte mpts  to e mpirica lly va lida te  the  CAP M

approach, the re  is  no consensus  on its  legitimacy. The re  a re  a  few hints  tha t the

mode l is  incorre ct. For s ta rte rs , we  a ll hold diffe re nt portfolios . The re fore , it

cannot be  exactly true . Researchers  have  focused on the  more  interes ting issue  of

whether ra tes  of re turn depend upon be ta  (B) and whether the  e legant, linear form
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of the  mode l holds  for a ll type s  of s tocks . Wha t the y ha ve  found is  tha t re a l

ma rke ts  typica lly de via te  broa dly from the  origina l ve rs ion of the  CAPM, which is

s ome time s  ca lle d the  Sha rpe -Linte r mode l. Some  of the  mos t force ful a rgume nts

aga ins t the  CAPM are  presented in a  recent a rticle  written by Dr. Eugene  Fama and

Dr. Ke nne th Fre nch.1 Re vie wing va rious  e mpirica l s tudie s  of the  CAP M, the s e

a uthors  found tha t be ta  doe s  a  re la tive ly poor job a t e xpla ining diffe re nce s  in the

a ctua l re turns  of portfolios  of U.S . s tocks . The y note d tha t the re  a re  va ria ble s

be s ide s  be ta  (IN) e xpla in portfolio re turns  be tte r, s ugge s ting the  CAP M, while

theore tica lly inte res ting, is  incomple te  and has  little  practica l applica tion.

Q- P LEAS E C O NTINUE.

The  fina l commonly us e d te chnique , the  DCF me thod, is  s imply the  s um of a

s tock's  e xpe cte d divide nd yie ld a nd the  e xpe cte d long-te rm growth ra te . Divide nd

yie lds  a re  re a dily a va ila ble , but long-te rm growth e s tima te s  a re  more  difficult to

obta in. DCF cons tant growth mode ls  require  ve ry long-te rm growth e s tima te s , and

it ca n be  a rgue d tha t more  e xplicit multi-s ta ge  mode ls  a re  pre fe rre d. The  DCF

mode l re s ults  a re  ge ne ra lly more  cons is te nt with a ctua l ca pita l ma rke t be ha vior.

Howe ve r, a s  I ha ve  s ta te d, the  DCF mode l doe s  re quire  judgme nt in s e le cting

appropria te  growth ra tes .

In the  fina l a na lys is  ROE e s tima te s  a re  subje ctive  a nd should be  ba se d on

s ound, informe d judgme nt. have a pplie d s e ve ra l ve rs ions  of the  DCF a nd ris k

pre mium me thods  tha t I be lie ve  bra cke ts  the  fa ir cos t of e quity ca pita l for USLLC,

without taking into account the  additiona l risks  USLLC possesses .
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Q- PLEASE EXPLAIN THE DCF METHOD OF ESTIMATING THE COST OF

EQUITY.

1 Eugene  F. Fa rra  and Kenne th R. French, "The  Capita l Asse t Pricing Mode l: Theory and
Evide nce ," Journa l of Economic Pe rspectives (Summer 2004) 25-46.
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A. The  DCF mode l is  based on the  concept tha t the  current price  of a  share  of s tock is

e qua l to the  pre s e nt va lue  of future  ca s h flows  from the  purcha s e  of the  s tock. In

othe r words , the  DCF mode l is  an a ttempt to replica te  the  marke t va lua tion process

tha t s e ts  the  price  inve s tors  a re  willing to pa y for a  sha re  of a  compa ny's  s tock. It

re s ts  on the  a s sumption tha t inve s tors  re ly on the  e xpe cte d re turns  (Le , ca sh flow

the y e xpe ct to re ce ive ) to s e t the  price  of a  s e curity. The  DCF mode l in its  mos t

gene ra l form is :

(1) P0 = CF,/(1+k) + CF;/(1+k)2+ + CFD/(1+k)"

where  k is  the  cos t of equity, n is  a  ve ry la rge  number, P0 is  the  current s tock price ,

and, CFI, CF2,...CFu a re  a ll the  expected future  cash flows expected to be  rece ived

in pe riods  1, 2,

Equa tion (l) can be  written to show tha t the  current price  (PO) is  a lso equa l
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to

(2) + p,/(1+k)'

where  Pt is  the  price  expected to be  rece ived a t the  end of the  pe riod t. If the  future

price  (P ) include d a  pre mium (a n e xpe cte d incre a s e  in the  s tock price  or ca pita l

ga in), the  price  the  inve s tor would pa y toda y in  a nticipa tion of re ce iving tha t

pre mium would incre a s e . In othe r words , by e s tima ting the  ca s h Hows  from the

purchase  of a  s tock in the  way of dividends  and capita l ga ins , we  can ca lcula te  the

inve s tors ' re quire d ra te  of re turn, i.e ., the  ra te  of re turn inve s tors  pre s umptive ly

us e d in bidding the  curre nt price  to the  s tock (P 0) to its  curre nt le ve l. This  is  a

Ma rke t P rice  ve rs ion of the  DCF mode l. As  with the  ge ne ra l form of the  DCF

mode l in equa tion (1), in the  Marke t Price  approach the  current s tock price  (P0) is

the  pre s e nt va lue  of the  e xpe cte d ca s h inflows . The  ca s h flows  a re  compris e d of

divide nds  a nd the  fina l s e lling price  of the  s tock. The  e s tima te d cos t of e quity (k)

is  the  ra te  of re turn inve s tors  e xpe ct if the y bought the  s tock a t toda y's  price , he ld

pt = cF,/(1+k) + c122/(1+k)2+
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the stock and received dividends through the transition period, and then sold it for

price (Pt).

Q- CAN YOU PROVIDE AN EXAMPLE TO ILLUSTRATE THE MARKET

PRICE VERSION OF THE DCF MODEL?

A. Ye s . As s ume  a n inve s tor buys  a  s ha re  of common s tock for $40. If the  e xpe cte d

divide nd during the  coming ye a r is  $2.00, the n the  e xpe cte d divide nd yie ld is  5

pe rcent ($2.00/$40 = 5.0 pe rcent). If the  s tock price  is  a lso expected to increase  to

$43.00 a lte r one  year, this  $3.00 expected ga in adds  an additional 7.5 percent to the

e xpe cte d tota l ra te  of re turn ($3.00/$40 = 7.5 pe rce nt). Thus , the  inve s tor buying

the  s tock a t $40 per share , expects  a  tota l re turn of 12.5 percent (5 percent dividend

yie ld plus  7.5 pe rce nt price  a ppre cia tion). The  tota l re turn of 12.5 pe rce nt is  the

a ppropria te  me a s ure  of the  cos t of ca pita l be ca us e  this  is  the  ra te  of re turn tha t

caused the  inves tor to commit $40 of his  capita l by purchas ing the  s tock.

I ha ve  provide d a  Ma rke t P rice  DCF mode l in  Exhibit l to  illus tra te  the

Ma rke t P rice  DCF mode l a pproa ch furthe r. The  mode l compute s  the  implie d ra te

of re turn from a  s tre a m of ca s h flows . The  firs t ca s h flow is  ne ga tive  a nd is  the

purchase  price  of the  s tock. I used the  spot price  a t March 28, 2006, as  reported by

Zack 's  Investment Research as the  initia l purcha s e  price . The  ne xt s e rie s  of ca s h

flows  a re  the  expected dividends  for the  next four yea rs . The  fina l ca sh flow is  the

dividend in yea r 5 plus  the  expected se lling price  of the  s tock. The  se lling price  of

the  s tock is  based on the  his torica l 5-yea r ave rage  annua l price  growth for each of

the  s tocks . The  average  implied ra te  of re turn is  15.4 pe rcent.

Q- HOW DOES THE RESULT OF YOUR MARKET PRICE DCF COMPARE

TO THE HISTORICAL COMPOUND ANNUAL MARKET RETURNS FOR

THE WATER UTILITY SAMPLE?
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26 A. As shown in Exhibit 2, the average 5-year historical compound annual total market
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re turn for the  wa te r utility s a mple  is  20.3 pe rce nt. The  5-ye a r ma rke t P rice  DCF

re s ult is  lowe r tha t the  5 ye a r his torica l tota l ma rke t re turns . The  5-ye a r ma rke t

price  DCF us ing his torica l 10 ye a r a ve ra ge  a nnua l price  growth is  18.3 pe rce nt.

Despite  the  fact tha t the  his torica l 5-year and 10-year tota l marke t re turns  as  well as

the  marke t price  DCF indica te  re turns  in the  range  of 15 to 20 pe rcent, I do not re ly

on this  method. I have  ins tead used it to eva lua te  the  reasonableness  of the  results

produced by the  other vers ions  of the  DCF model I have  used.

Q- P L E A S E  C O N T IN U E  W IT H  YO U R  D E S C R IP T IO N  O F  T H E  D C F

MODEL.

A. Under the  assumption tha t future  cash flows a re  expected to grow a t a  cons tant ra te

("g"), equa tion (1) can be  solved for k and rea rranged into the  s imple  form:

(3) k = CF1/P0 + g

whe re  CF1/P 0 is  the  e xpe cte d divide nd yie ld a nd g is  the  e xpe cte d long te rm

dividend (price ) growth ra te  ("g"). The  expected dividend yie ld is  computed a s  the

ra tio of ne xt pe riod's  e xpe cte d divide nd ("CF1") divide d by the  curre nt s tock price

("PT"). This  form of the  DCF mode l is  known a s  the  cons ta nt growth DCF mode l

and recognizes  tha t inves tors  expect to rece ive  a  portion of the ir tota l re turn in the

form of curre nt divide nds  a nd the  re ma inde r through future  divide nds  a nd ca pita l

(price ) a ppre cia tion. A ke y a s s umption of this  form of the  mode l is  tha t inve s tors

e xpe ct tha t s a me  ra te  of re turn (k) e ve ry ye a r a nd tha t ma rke t price  grows  a t the

same  ra te  a s  dividends . This  ha s  not be e n his torica lly true  for the  wa te r utility

sample  as  evidenced by the  da ta  shown in schedules  D-4.3 and D-4.4. As  a  re sult,

e s timates  of long-te rm growth ra tes  (g) should take  this  into account.
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Q- HOW IS THE FORMULA FOR THE MULTI-STAGE DCF MODEL

DERIVED?

Under the  multi-s tage  growth DCF mode l, equa tion (1) is  expanded to incorpora te
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two or more  growth ra te  periods  and is  written as  :

(4) PT = CF0(1+*1)/(1+k) + + €1:0(1+g2)"/(1+k)" + cF0(1+g)<'>/k-g)
where  gt, 82, e tc., represent growth ra tes  for periods  1, 2, e tc., and gt represents  the

growth ra te  from pe riod t to infinity. This  ve rs ion of the  DCF mode l a s s ume s  tha t

ca s h  flow g rowth  will occu r a t d iffe re n t ra te s  fo r one  o r more  pe riods  a nd

ultima te ly reach a  te rmina l growth s tage  tha t continues  inde finite ly.

Q. LET'S TURN TO SPECIFIC INPUTS USED IN YOUR DCF MODELS.

WHAT DATA HAVE YOU USED TO COMPUTE THE DIVIDEND YIELD

(CF1/P0) IN YOUR MODELS?

A. I used the  spot price  for each of s tocks  of the  wa te r utilitie s  in the  sample  group on

April 25, 2006 a s  re porte d by Zacks  Inves tment Research. The  divide nd is  the

expected 2006 dividend.

Q- E A R L IE R  YO U  T E S T IF IE D  T H A T  S T O C K  P R IC E S  H A VE  B E E N

INC R E AS ING  DUE  T O  P O T E NT IAL ME R G E R S  AND AC Q UIS IT IO NS ,

HO W DO E S  THIS  IMP AC T THE  DIVIDE ND YIE LD?

A. The  DCF mode l re s ults  will be  ne ga tive ly bia s e d be ca us e  the  divide nd yie ld

(CF1/P0) is  reduced by virtue  of having a  la rge r denomina tor, the  s tock price  (PO).

This  impa ct is  not by its e lf proble ma tic, s ince  the  DCF mode l is  inte nde d to ta ke

into account changes  in the  s tock price  (upward or downward). Inves tors  may have

bid up the  price  of the  s tocks  of the  wate r utilitie s  in the  sample  group because  they

expect increased growth in earnings  and, as  a  result, increased dividend growth and

apprecia tion in the  price  of the  s tock. However, if s tock price s  have  been bid up in

a nticipa tion of a  me rge r or a n a cquis ition, the n the  DCF mode l e s tima te  will not

re flect true  marke t conditions  and unders ta te  the  cos t of equity.

Q- WHAT MEASURES OF GROWTH ("g") HAVE YOU USED?
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26 A. I ha ve  us e d e a rnings  growth fore ca s ts , whe re  a va ila ble , from thre e  diffe re nt,
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widely-followed sources: Zack's Investment Research, Standard & Poor Earnings

Guide, and Value Line Investment Survey. Schedule D-4.6 reflects  estimates of

earnings growth.

I have also used forecasts of book returns, retention ratios, and growth in the

numbe r of common sha re s  from Va lue  Line  to determine sustainable growth

estimates, which I describe in more detail below. Schedules D-4.7 and D-4.8 show

my calculations of sustainable growth.

For the multi-stage DCF, I employed a two-stage model with short-term and

long-term growth rates . Staff normally uses two growth stages in its  multi-s tage

DCF model, so I used tha t approach as  well. I used analys ts ' forecas ts  of EPS

growth for the near term and average long-term GDP growth for the long-term.

Q~ DID YOU US E THE ARITHMETIC MEAN OR THE GEOMETRIC MEAN

FOR GDP  GROWTH?

The arithmetic mean. It is  well es tablished that if the  cost of capita l is  es timated

from historical data, an arithmetic average should be used.2

Q. WHY YO U US E  F O R E C AS TE D G R O WTH R ATE S  IN YO UR

MODELS ?

DID

I

The DCF model requires  es timates  of growth that investors  expect in the future .

Accordingly, used analysts ' forecasts  of growth. Logically, in es timating future

growth, financia l ins titutions  and ana lys ts  have  taken into account a ll re levant

historical information on a company as well as  other more recent information. To

the extent that past results  provide useful indications of future growth prospects ,

3

2 Ibbotson Associates, SBBI Valuation Edition 2005
and Stewart C. Myers,

Yearbook 75-77, Richard A. Brealey
Principles of Corporation Finance (7 1 ed. 2003) 156-157.
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S e e  Da vid A. Gordon, Myron J . Gordon a nd La wre nce  I Gould, "Choice  Among
Methods of Estimating Share Yield,"Journal of Portfolio Management (Spring 1989) 50-
55.
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analys ts ' forecas ts  would a lready incorpora te  tha t information. In a ddition, a

s tock's  curre nt price  re fle cts  known his toric informa tion on tha t compa ny,

including its  past earnings his tory. Any further recognition of the past will double

count what has already occurred. Therefore, forward-looking growth rates should

be used.

Q- HAVE YOU COMPARED THE ANALYST ESTIMATES OF GROWTH

WITH HISTORICAL DATA?

Yes. As shown in Exhibit 3, the average 5-year historical compound annual capital

(price) appreciation is  10.65 percent. The average 10-year historical compound

annual capita l (price) apprecia tion is  15.83 percent. This  is  s ignificantly higher

than the  average  ana lys t es timates  of growth of 7.63 percent. While  his torica l

re turns  do not ne ce s s a rily re fle ct wha t will occur in the  future , the  a na lys ts '

e s tima te s  of EP S  growth a re  s ignifica ntly less tha n the  his torica l ca pita l

apprecia tion and the  his torica l tota l re turns . Thus , I be lieve  us ing the  ana lys t

estimates of EPS growth for the growth rate in the DCF model is conservative.

Q- WHY HAVE YOU NOT USED FORECASTS OF DIVIDEND GROWTH?

A. The average annual fo recast  o f d ividend gro wt h is  ext remely lo w. When

forecasted dividend growth is used in the DCF model, it produces a cost of equity

below the cost of debt.

Q- HAVE YOU PREPARED CONSTANT GROWTH DCF MODELS USING

ANALYST ESTIMATES OF DPS GROWTH?

Yes. Exhibit 4, attached hereto, reflect constant growth DCF results using analyst

es timates  of DPS growth. The result is  5.9 percent. This  is  less  than the  current

yie ld on a  Moody's  Ba a  inve s tme nt gra de  bond a t 6.7 pe rce nt. Forecasted

Moody's Baa investment grade bonds for 2007-2008 is 7.1 percent.
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HISTORICAL DPS AND EPS GROWTH RATES?

Yes. Exhibits 5 and 6, attached hereto, reflect constant growth DCF results using

five-year historical annual growth rates for DPS and EPS. The DCF results using

five-year historical annual growth rates for DPS is 5.6 percent. The DCP results

using five-year historical annual growth rates for EPS is 6.2 percent. Both are

below the cost of Moody's Baa investment grade bonds is 6.7 percent. Porecasted

Moody's Baa investment grade bonds for 2007-2008 is 7.1 percent.

Q- WHY HAVEN'T YOU AVERAGED THESE RESULTS WITH THE

RESULTS OF YOUR DCF USING ANALYST EXPECTATIONS OF EPS

GROWTH?

Using the analyst expectations of DPS growth, the historical DPS growth, or

historical EPS growth results in returns which are unrealistic. Thus, averaging

these results with the results using analyst estimates of EPS growth only serves to

depress the indicated cost of equity. Investors would not bid up the price of a

utility stock if the expected return is approximately the equal to or less than returns

on bonds or other debt investments. As the CML depicted previously illustrates,

common stocks are higher and to the right of investment grade bonds on the CML

continuum because they are exposed to more risk. The DCF model is a forward

looking model and the results using historical DPS and EPS growth are

unreasonable.

Q- YOU MENTIONED SUSTAINABLE GROWTH EARLIER.

EXPLAIN WHAT SUSTAINABLE GROWTH IS?

PLEASE
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A. Sustainable growth is derived by combining the expected growth from future

retained earnings and expected future growth from sales of common stock. The

growth rate (g) becomes:

(5) g = br + sv

A.

A.
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where  b is  the  expected re tention ra tio, r is  the  expected re turn on common equity,

s  is  the  funds  ra ised from the  sa le  of s tock a s  a  fraction of exis ting common equity,

a n d ,  v is  fra c tio n  o f fu n d s  ra is e d  fro m th e  s a le  o f s to c k th a t a c c ru e s  to

shareho1ders.4

Q- HOW DID YOU ESTIMATE ¢Cbr99 GROWTH?

A. I used projected ra te s  of re turn, dividends  pe r sha re , and ea rnings  pe r sha re  found

in Va lue Line  to e s tima te  "be " growth.

Q- HO W DID YO U ES TIMATE a s k "  G RO WTH?

I us e d Va lue  Line 's projections  of new is sues  of common s tock to e s tima te  "s" and

re porte d books  va lue s  a nd the  s pot price  to e s tima te  "v". All of the  wa te r utility

s tocks  used in my sample  a re  currently se lling a t prices  above  book va lue  and thus

ha ve  "s v" growth.

Q- H O W D O YO UR E S TIMATE S F O R S US TAINABLE G R O WT H

C O MP AR E  T O  T H E  H IS T O R IC AL  C O MP O U N D  AN N U AL  C AP IT AL

AP P RECIATIO N RETURN?

The  average  sus ta inable  growth for the  utility sample  as  shown in schedule  D-4.7 is

8.41 percent and is  lower than the  average  5-year and 10-year his torica l compound

annual capita l apprecia tion re turn of 10.65 percent and 15.83 percent, respective ly.
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Q- LET'S MOVE ON TO YOUR OTHER EQUITY COST ESTIMATION

METHOD, MR. BOURASSA. PLEASE EXPLAIN YOUR RISK PREMIUM

METHODOLOGY.

Ris k pre mium me thods  a re  ba s e d on the  a s s umption tha t e quity s e curitie s  a re

riskie r than debt. S ince  equity securitie s  a re  riskie r, inves tors  require  a  highe r ra te

of re turn. The  ris k pre mium be twe e n e quity s e curitie s  a nd de bt ca n be  dire ctly

e s tima te d by compa ring a uthorize d a nd a ctua l re turns  on e quity with the  curre nt

4 See  Gordon Myron J ., The  Cos t of Ca pita l to a  Public Utility (Michiga n, 1974).

A.

A.

A.
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yie lds  of investment grade  bonds or other debt ins truments  :

The  ris k pre mium me thod of de te rmining the  cos t of e quity,
s o me time s  re fe rre d  to  a s  th e  "s to c k-b o n d -yie ld  s  re a d
me thod" or the  "risk pos itioning me thod," or a ga in the  "8ond-
yie ld plus  ris k-pre mium" me thod, re cognize s  tha t common
e qu ity ca p ita l is  more  ris ky tha n  de b t from a n  inve s to r's
s tandpoint, and tha t inves tors  require  higher re turns  on s tocks
tha n on bonds  to  compe ns a te  or the  a dditiona l ris k. The
genera l approach is re la tive ly s tra ightforwa rd: Firs t,
de te rmine  the  his torica l spread be tween the  re turn on debt and
the  re turn on e quity. S e cond, a dd this  s pre a d to the  curre nt
de b t yie ld  to  de rive  a n  e s tima te  o f cu rre n t e qu ity re tu rn
requirements .

The  ris k pre mium a pproa ch to e s tima ting the  cos t of e quity
from the  s imple  fa ct tha t while  e quity

re turn requirements  cannot be  ready y quantified a t any given
assessed precise ly a t every

ins ta nt in time . If the  ma gnitude  of the  ris k pre mium be twe e n
s tocks  and bonds  is  known, then this  informa tion can be  used
to  p ro d u c e  th e  c o s t o f c o mmo n  e q u ity. Th is  c a n  b e
accomplished re trospective ly us ing his torica l risk premiums or
prospective ly us ing expected risk premiums.

de rives  its  use fulness

time , the  re turns  on bonds  ca n be

Roge r A. Morin , Re gula tory Fina nce : Utilitie s ' Cos t of Ca pita l (1994) 269. As  I

ha ve  te s tifie d, the re  is  no ne e d to e s tima te  be ta s  or ma rke t ris k pre miums , a s

required in implementing the  CAPM. It is  a  s imple r and le ss  subjective  approach.

Q. CAN YOU EXPLAIN YOUR BOND-YIELD PLUS RISK PREMIUM

APPROACH?

IYe s . ha ve  compute d the  a ve ra ge  ris k pre mium for the  a ctua l a nd a uthorize d

re turns  from 1996 to 2005 (10 yea rs ) when compared to the  10-yea r Treasury ra te

for the  s ix wa te r utilitie s  in the  sample  group. I then add the  ave rage  risk premium

to the  forecas ted inte res t ra tes  for 10-year Treasuries  for 2007-2008.

Q- WHY DO YOU US E P ROJ ECTED INTERES T RATES  FOR 2007-2008?

I ha ve  us e d this  pe riod be ca us e  it is  the  pe riod in which USLLC's  ra te s  will be  in

e ffe ct.
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A. The  goa l is  to de te rmine  the  cos t of capita l for USLLC when new ra te s  a re  in

effect, not the  cost of capita l 12 months  before  new rates  are  approved. Current

interest rates are sometimes higher and sometimes lower than rates during future

periods. However, interest rates have been close to 40 year lows in past few years,

and have been increasing and are expected to increase.

Q- AR E  R IS K P R E MIUM E S TIMATE S  O F  THE  C O S T O F  E Q UITY

CONS IS TENT WITH OTHER CURRENT CAP ITAL MARKET COS TS ?

Yes. The risk premium approach is founded on directly observable, market interest

rates . This  assures  that the premium estimates  of the cost of equity begin with a

sound basis, are tied to current capital market costs.
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Q-

D. Details  of Cos t of Equity Es timates

P LEAS E DIS CUS S  YOUR ANALYS IS  OF THE COS T OF EQUITY FOR

US LLC.

In the firs t part of my analysis , I applied two versions of the constant growth DCF

and a  two-s tage  DCF models  to the  s ix water utilities  in the  sample  group. The

DCF analyses appear on schedules D-4.9, D-4.10, and D-4.11. The DCF models

produce an indicated equity cost in the range of 7.7 percent to 12.6 percent.

In the second part of my analysis , I developed and reviewed cost of equity

estimates based on the bond-yield plus risk premium method. The risk premium

analysis based on actual and authorized returns on equity indicates an equity cost in

the range of 10.2 percent to 11.3 percent.

In the third part of my analysis, I compared the actual and authorized returns

reported in AUS  Utility Re ports  to the  re s ults  of my DCF a nd ris k pre mium

methods . The  range  of actua l re turns  is  from 9.9 percent to 12.7 percent. The

range of authorized returns is from 8.4 percent to 12.0 percent.

Fina lly, I a ls o cons ide re d Va lue  Line 's mos t curre nt fore ca s ts  of the

A.

A.
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compos ite  e quity re turn for the  wa te r utility indus try. Va lue  Line 's forecas ts  a

compos ite  re turn of-10% for 2006, 10.5% for 2006, a nd 11.5% for the  2009-11

pe riod.

Ba s e d on the  DCF a nd ris k pre mium re s ults , a nd with cons ide ra tion for

curre nt ma rke t, indus try, a nd othe r fa ctors , I be lie ve  a  re turn on e quity of 10.5

pe rce nt is  a ppropria te . US LLC ha s  a  highe r cos t of e quity tha n the  wa te r utility

s a mple  group due  to its  s ma ll s ize , le ve ra ge  a nd othe r cha ra cte ris tics . Thus , a n

equity re turn of 10.5 pe rcent is  conse rva tive  for USLLC.

Q- P LEAS E DIS CUS S  YOUR CONS TANT GROWTH DCF MODELS .

I compute d the  cos t of e quity us ing two cons ta nt growth mode ls . The  firs t, s hown

on s che dule  D-4.9, us e s  a na lys t's  fore ca s ts  of e a rning pe r s ha re  growth. The

average  of the  results  is  10.3 percent.

The  se cond cons ta nt growth DCF mode l, shown on sche dule  D-4.10, use s

my computa tions  of s us ta ina ble  growth ("be  + s v"). To compute  s us ta ina ble

growth I used ana lys ts  forecas ts  of the  re tention ra tio and re turn of common equity

to e s tima te  "be" growth. I a lso used ana lys ts ' forecas t of the  growth in the  number

of common s ha re s  a nd the  curre nt ma rke t to book ra tio to e s tima te  "vs " growth.

The  curre nt ma rke t to book ra tio is  ba s e d on the  s pot price  a t April 25, 2006 a nd

the  book va lue  a t December 31, 2005. The  average  of the  results  is  11.5 percent.

Q- P LEAS E DIS CUS S  YOUR MULTIS TAGE DCF  MODEL.

I us e  a  two-s ta ge  growth DCF mode l. The  a ve ra ge  of the  a na lys ts ' e xpe cte d

growth is  us e d for the  ne a r-te rm a nd GDP  growth for the  long-te rm. S hort-te rm

growth is  give n a  we ight of .67. The  a ve ra ge  re s ult of the  two-s ta ge  DCF mode l,

shown on schedule  D-4.1 l, is  10.0 percent.
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Q. P LEAS E DIS CUS S  YOUR RIS K P REMIUM ANALYS IS ?

The  firs t risk premium ana lys is , shown on schedule  D-4.12, computes  the  ave rage

A.
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risk pre mium on the  a ctua l re turns  for the  s ix wa te r compa nie s  from 1996 to 2005

(10 ye a rs ) whe n compa re d to  the  10-ye a r Tre a s ury ra te s . The  a ve ra ge  ris k

pre mium is  the n a dde d to the  fore ca s te d inte re s t ra te s  for 10-ye a r Tre a s urie s  for

2007-2008. The  re sult of the  firs t risk premium ana lys is  is  10.2 pe rcent.

The  second risk premium ana lys is , shown on schedule  D-4.13, computes  the

a ve ra ge  risk pre mium on the  a uthorize d re turns  for the  s ix wa te r compa nie s  from

1996 to 2005 (10 years ) when compared to the  10-year Treasury ra te . The  average

risk pre mium is  the n a dde d to the  fore ca s te d inte re s t ra te s  for 10-ye a r Tre a surie s

for 2007-2008. The  result of second risk premium ana lys is  is  10.8 pe rcent.

Q- WHAT ARE THE ACTUAL AND AUTHORIZED RETURNS FOR THE

SAMPLE WATER UTILITIES?

Schedule  D-4-l4 shows  the  actua l and authorized re turns  for the  s ix wa te r utilitie s  .

The  a ve ra ge  of the  a ctua l re turns  is  10.5 pe rce nt. The  a ve ra ge  of the  a uthorize d

re turns  is  10.5 percent.

Q~ P LEAS E S UMMARIZE YO UR RES ULTS .

A.

Midpoint

10.0%

11.4%

9.9%

10.2% - 10.3%

10.9% .. 11.3%

10.3%

11.1%
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The  following table  summarizes  the  results  of the  models  I have  used, and provides

the  comparable  ea rnings  fa ta l used as  I cheek on my es timates :

DCF Ana lys is Range

Cons tant Growth (ea rnings  growth) 7.7% - 12.2%

Cons tant Growth (sus ta inable  growth) 10. 1% .- 12.6%

Two-S ta ge  Growth Mode l 9.8% - l1.2%

Ris k P re mium Ana lys is

Actua l Re turns

Authorized Re turns

Comparable  Earnings

Actua l Re turns 9.9% - 12.7% 11.3%

A.
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Authorize d  Re turns 10.2%

Va lue  Line  Indus try Compos ite  (2006) 10.0%

Va lue  Line  Indus try Compos ite  (2007) 10.5%

Va lue  Line  Indus try Compos ite  (2009) l 1 .5%

At 10 .5  pe rce n t,  my re comme nde d  cos t o f e qu ity is  ne a r the  midd le  o f the

ra n g e  o f  e s t im a t e s  p ro d u c e d  b y  t h e  DC F  a n d  r is k  p re m iu m  m o d e ls ,  b u t

n e ve rth e le s s  with in  th e  ra n g e s  o f b o th  s e ts  o f e s tima te s . My re c o mme n d a tio n

re pre s e nts  a  re a s ona ble  ba la nce  be twe e n the  e conomic fore ca s ts  of highe r inte re s t

ra te s  d u rin g  th e  p e rio d  in  wh ich  ra te s  will b e  in  e ffe c t,  th e  re d u ce d  e q u ity co s ts

ob ta ine d  from low d ivide nd  yie ld s  u s ing  the  DCF mode l,  a nd  my judgme n t a bou t

US LLC's  a dd itiona l ris ks  no t ca p tu re d  by the  ma rke t mode ls ,  inc lud ing  the  ris k o f

ra te  re gula tion  a nd  s ma ll s ize  for US LLC.

9.9% .. 12.0%

Q- DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?
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UTILITY SOURCE, L.L.C. Shee t No. 1

4

DOCKET WS -04235A Ca nce lling S he e t No .

Applie s  to a ll WATER s e rvice  a re a s

P AR T O NE

STATEMENT OF CHARGES
WATER SERVICE

I.  R ATE S

In  O p in io n  a n d  O rd e r No .  6 7 4 4 6 ,  d a te d  J a n u a ry 4 ,  2 0 0 5 ,  th e  Co mmis s io n
approved the  following ra te s  and cha rges  to become  e ffective  Janua ry 4, 2005.

Us a ge  Include d in
Me te r S ize Minimum Cha rge

Inche s Ga llons

Min im u m
Charge

P e r Month

A. Ge ne ra l Re s ide ntia l, Comme rcia l, Indus tria l, a nd Irriga tion S e rvice

5/8 X 34 Me te r
3 /4" Me te r

1" Me te r
l 1 /2 " Me te r

2" Me te r
4" Me te r
6" Me te r

0
-0_

_0_

_0_

_0_

-0_

_0)

N / A
6.48
8.02
9.62

14.00
58.00
89.80

Is sue d Fe brua ry l, 2005 Effe ctive  Ja nua ry 4, 2005
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UTILITY SOURCE, L.L.C. Shee t No. 2
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DOCKET WS ~04235A Ca nce lling S he e t No.

Applie s  to a ll WATER s e rvice  a re a s

PART ONE

STATEMENT OF CHARGES
WATER SERVICE

B. Commodity Charges

The  ra te  for us e  in a ddition to the  minimum s ta te d a bove  s ha ll be  the  s a me  for a ll
s ize s  of me te rs . Additiona l usa ge  sha ll be  a t the  following ra te  pe r 1,000 ga llons :

Cons umption

Re s ide ntia l

Rate

0-5,000
5,000-15,000
15,001 and over

$2.83
$3.32
$4.71

Multi-Fa mily, Mobile  Home . Comme rcia l

A11 $2.97

Sta ndpipe

A11 $6.00

Cons truction Wa te r

A11 $6.00

Is sued Februa ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY:
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UTILITY SOURCE, L.L.C.
3

Shee t No. 3

DOCKET WS-04235A Ca nce lling S he e t No .

Applies to all WATER service areas

PART ONE

S TATEMENT OF CHARGES
WATER S ERVICE

II. TAXES AND ASSESSMENTS

In a ddition to a ll othe r ra te s  a nd cha rge s  a uthorize d he re in, the  Compa ny
s h a ll co lle c t fro m its  cu s to me rs  a ll a p p lica b le  s a le s ,  tra n s a c tio n ,  p rivile g e ,
re gula tory or othe r ta xe s  a nd a s se s sme nts  a s  ma y a pply now or in the  future , pe r
Rule  R14-2-409(D)(5).

Is sue d Fe brua ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
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UTILITY SOURCE, L.L.C.
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Shee t No. 4

DOCKET WS -04235A Ca nce lling S he e t No.

Applie s  to a ll WATER s e rvice  a re a s

P AR T O NE

STATEMENT OF CHARGES
WATER SERVICE

111. ADDITIONAL CHARGES1

Es ta blis hme nt of S e rvice
P e r Rule  R14-2-403D.
(ne w cus tome r cha rge , in a ddition to E, L a nd M be low)

1. If a fte r hours

$ 20.00

$ 40.00

$30.00

c.

Re~estab1ishment of Service
P e r Rule  R14-2-403D
(sa me  cus tome r, s a me  loca tion within 12 months )

Re conne ction of S e rvice
P e r Rule  R14-2-403D
1. If a fte r hours

3 50.00

Cha rge  for Moving Me te r a t Cus tome r Re que s t
P e r Rule  R14-2-405B

$ 40.00

Costs

r
1 Additiona l cha rges  a uthorized in Pa ra gra ph III H, I a nd I s ha ll not be  duplica ted for dua l s ervice  cus tomers .
2 See Sheet No. 8.

Is sued Februa ry 1, 2005 Effective January 4, 2005
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UTILITY SOURCE, L.L.C. S he e t No. 5

DOCKET WS -04235A
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Applie s  to a ll WATE R service  a reas

P AR T C NE

S TATE ME NT O F  C HAR G E S
W ATE R  S E R VIC E

Minimum De pos it Re quire me nt
Pe r Rule  R14-2~403B

1. Re s ide ntia l cus tome r

2. Non re s ide ntia l cus tome r

(2 time s  e s tima te d a ve ra ge
month ly b ill)

(2-1/2 time s  e s tima te d
ma ximum month ly b ill)

3. De pos it Inte re s t (pe r a nnum) 3.0%

Me te r te s t pe r Rule , If corre ct
P e r Rule  Rl4~2-408F N/A

Me te r Re re a d
P e r Rule  R14-2-408C

$ 10.00

Cha rge  for NS F Che ck
P e r Rule  R14-2-409F

86 20.00

Defe rred Payment Finance  Cha rge
P e r month

1.5%

Issued Februa ry 1, 2005 Effective January 4, 2005
IS S UED BY:
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DOCKET WS-04235A

UTILITY SOURCE, L.L.C. Shee t No.

Ca nce lling S he e t No.

6

Applies to all WATER service areas

P AR T O NE

S TATEMENT OF CHARGES
WATER S ERVICE

Late Payment Charge
Per Month

1.5% 34

K. $40005S e rvice  Ca lls , pe r hour
Afte r hours  only

l

3 Bills for utility services are due and payable when rendered. Any payment not received within fifteen (15) days
from the date the bill was rendered shall be considered delinquent and subject to the termination policy set forth in
the Company's rate tariff. All Late Payment Charges shall be billed on the customer's next regularly scheduled
billing. If the customer fails to pay the Late Payment Charge by the due date on the next billing, the customer will
receive a ten (10) day termination notice. If the customer does not pay the Late Payment Charges by that date the
service will be terminated. Service shall be terminated only for that service for which the customer is delinquent or
is in violation of other Tariff or Rule provisions. All customers whose service is terminated for failure to pay the
Late Payment Charges are subject to the Company's reconnection charges set forth in the Company's tariff.
4 This charge shall not apply if the customer has arranged for a Deferred Payment Plan.
5 For service problem found to be on Customer's side of meter. Company will not repair problem.

Issued Februa ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UE D BY:

Lonnie McC1eve, General Manager
Utility Source , L.L.C.

521 E. San Pedro
Gilbe rt, AZ 85233
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UTILITY SOURCE, L.L.C.

QHQQM
Shee t No. 7

DOCKET WS-04235A Ca nce lling S he e t No.

Applies  to a ll WATER service areas

PART ONE

S TATEMENT OF CHARGES
WATER S ERVICE

Meter Advance Policy 6
7

Adva nce

3/4" Mete r
1" Meter

1 1/2" Meter
2" Mete r
4" Mete r
6" Meter

$575.00
$660.00
$900.00

$1,525.00
$3,360.00
$6,035.00

CostsM. Main Extens ion Tariff
Per Rule R14-2-406B

6 The customer shall be the owner of and be responsible for the design, installation, maintenance and operation of

the Service Line on the customer's side of the water meter.

7 Plus county permit charges. Permit charges are non-refundable.
8 Per Sheet No. 8.

Is sue d Fe brua ry 1, 2005 Effe ctive  J a nua ry 4, 2005
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UTILITY SOURCE, L.L.C. Shee t No. 8

DOCKET WS-04235A 2@f33§p Ca nce lling S he e t No.

Applies to all WATER service areas

P AR T O NE

STATEMENT OF CHARGES
WATER SERVICE

Iv. PERMITTED COSTS

A. Cos ts  s ha ll be  ve rifie d by invoice .

B. For s e rvice s  tha t a re  provide d by the  Compa ny a t cos ts , cos t s ha ll include
la bo r,  ma te ria ls ,  o the r cha rge s  incu rre d , a nd  ove rhe a d  no t to  e xce e d  10%.
Howe ve r, prior to  a ny s uch s e rvice  be ing provide d, the  e s tima te d cos t of s uch
s e rvice  will be  provide d  by the  Compa ny to  the  cus tome r. Afte r re vie w of the
cos t e s tima te , the  cus tome r will pa y the  a mount o f the  e s tima te d  cos t to  the
Compa ny.

C. In  th e  e ve n t th a t th e  a c tu a l co s t is  le s s  th a n  th e  e s tima te d  co s t,  th e
Compa ny will re fund the  e xce s s  to the  cus tome r within 30 da ys  a fte r comple tion
of the  provis ion of the  s e rvice  or a fte r Conlpa ny's  re ce ipt of invoice s , time s he e t
or othe r re la te d docume nts , whiche ve r is  la te r.

D. In the  e ve nt the  a ctua l cos t is  more  Dia n the  e s tima te d cos t, the  Compa ny
will bill the  cus tome r for the  a mount due  within 30 da ys  a fte r comple tion of the
provis ion of the  s e rvice  or a fte r the  Compa ny's  re ce ipt of invoice s , time s he e ts  or
othe r re la te d docume nts , whiche ve r is  la te r. The  a mount s o bille d will be  due  a nd
pa ya ble  30 da ys  a fte r the  invoice  da te . Howe ve r, if the  a ctua l cos t is  more  tha n
five  pe rce nt (5%) gre a te r tha n the  tota l a mount pa id, the  cus tome r will only be
re quire d to  pa y five  pe rce nt (5%) more  tha n the  to ta l a mount pa id , unle s s  the
Compa ny ca n de mons tra te  tha t the  incre a s e d cos ts  we re  be yond its  control a nd
could not be  fore seen a t the  time  the  e s tima te  for the  tota l amount pa id was  made .

f

Issued February 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY:

x
I

Lonnie  McCIe ve , Ge ne ra l Ma na ge r
Utility S ource , L,L.C.

521 E. San Pedro
Gilbe rt, AZ 85233 APP%VED FUR FILING

r

36100.00000.105
I DEC!i8%G§l~£



UTILITY SCURCE, L.L c . S he e t No. 9

i ?

DOCKET WS-04235A Ca nce lling S he e t No.

l

Applie s  to a ll WAT E R service  areas

PART ONE

STATEMENT OF CHARGES
WATER SERVICE

E . At the  cus tome r's  re que s t,  the  Compa ny s ha ll ma ke  a va ila b le  to  the
cus tome r a ll invoice s , time s he e t or re la te d docume nts  tha t s upport the  cos t for
providing s uch s e rvice .

F . P e rmitte d cos ts  s ha ll include  a ny Fe de ra l, S ta te  or loca l taxes tha t a re  or
ma y be  pa ya ble  by the  Compa ny a s  a  re s ult of a ny ta riff or contra ct for wa te r
fa cilitie s  unde r which the  Cus tome r a dva nce s  or contribute s funds or fa cilitie s  to
the  Compa ny.

Is sued Februa ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY:
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UTILITY SOURCE. L.L.C She e t No

DOCKET ws - 04235A Ca nce lling S he e t No

Applies to all WATER service areas

P ART TWO

S TATEMENT OF TERMS  AND CONDITIONS
WATER S ERVICE

1 .  C R O S S -C O NNE C TIO N C O NTR O L

A. Purpose

To prote ct the  public wa te r s upply in the  Compa ny's  wa te r s upply in the
Co mp a n y's  wa te r s ys te m fro m th e  p o s s ib ility o f c o n ta min a tio n  c a u s e d  b y
ba ckflow through unprote cte d cros s -conne ctions  by re quiring the  ins ta lla tion a nd
pe riodic te s ting of ba ckflow-pre ve ntion a s s e mblie s  purs ua nt to the  provis ions  of
the  Arizona  Adminis tra tive  Code , Title  14, Cha pte r 2, S e ction 405.B.6 a s  a dopte d
by the  Arizona  Corpora tion Commis s ion, a nd Title  18, Cha pte r 4, S e ction 115, a s
a d o p te d  b y th e  Arizo n a  De p a rtme n t o f En viro n me n ta l Qu a lity,  o r Ma rico p a
County Environme nta l S e rvice s  Divis ion, a s  thos e  re gula tions  ma y be  re vis e d
from time  to time

B. Ins pe ctions

The  cus tome rs  s ha ll coope ra te  fu lly with  the  Compa ny in  its  e fforts  to
inve s tiga te  a nd de te rmine  the  de gre e  of pote ntia l he a lth ha za rd to the  public wa te r
supply which ma y re sult from conditions  e xis ting on the  cus tome r's  pre mise s

C. Re quire me nts

In complia nce  with the  Rule s  a nd Re gula tions  of the  Arizona  Corpora tion
Commis s ion a nd the  Arizona  De pa rtme nt of Environme nta l Qua lity, s pe cifica lly
A.A.C. R14-2-405.B.6 a nd A.A.C. R18-4~l15 re la ting co ba ckflow pre ve ntion

Issued Februa ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY

Lonnie  McCle ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C
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UTILITY SOURCE, L.L.C. Shee t No. 1 1

DOCKET WS- 04235A
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38. Ca nce lling S he e t No.

Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

1 . . Th e  C o m p a n y m a y re q u ire  a  c u s to m e r to  p a y fo r a n d  h a ve
ins ta lle d , ma in ta in , te s t a nd  re pa ir a  ba ckflow-pre ve n tion  a s s e mbly if A.A.C.
R18-4-1 l5.B or C a pplie s .

2. A ba ckflow-pre ve ntion a s s e mbly re quire d  to  be  ins ta lle d  by the
cus tome r unde r this  ta riff s ha ll comply with the  re quire me nts  s e t forth in A.A.C.
R18-4-l l5 .D a nd E.

3 . The  Compa ny s ha ll g ive  a ny cus tome r who is  re quire d to  ins ta ll
a nd/or te s t a  ba ckflow-pre ve ntion a s s e mbly writte n notice  of s a id re quire me nt. If
A.A.C. R14-2-410.B.1.a . is  not a pplica ble , the  cus tome r s ha ll be  give n thirty (30)
da ys  in which to comply with this  notice . If the  cus tome r ca n s how good ca us e  a s
to  why he  ca nnot ins ta ll the  de vice  within thirty (30) da ys , the  Compa ny or the
Ariz o n a  Co rp o ra tio n  Co mmis s io n  S ta ff ma y g ra n t a d d itio n a l time  fo r th is
re quire me nt.

4. Te s ting s ha ll be  in conforma nce  with the  re quire me nts  of A.A.C.
R1 8 -4 -ll5 .F .  a n d  Ma rico p a  Co u n ty E n viro n me n ta l S e rvice s  Divis io n . The
Company sha ll not require  an unrea sonable  number of te s ts .

5 . Th e  c u s to m e r s h a ll p ro vid e  th e  C o m p a n y with  re c o rd s  o f
ins ta lla tion a nd te s ting. For e a ch ba ckflow-pre ve ntion a s s e mbly, the s e  re cords
s ha ll include :

Is sue d Fe brua ry 1, 2005 Effective January 4, 2005
IS S UE D BY:

Lonnie  McCle ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C.
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UTILITY SOURCE, L.L.c . S he e t No. 12

94888948I 4

DOCKET WS- 04235A Ca nce lling S he e t No.

Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

a .
b .
c .
d ,
e .

assembly identification number and description,
location,
date(s) of test(s),
description of repairs Made by tester, aNd
tester's name and certificate number.

D. Discontinuance of Service.

In  a cco rda nce  with  A.A.C. R14-2 -407  a nd  410  a nd  p rovis ions  o f th is
ta riff, the  Compa ny ma y te rmina te  s e rvice  or de ny s e rvice  to a  cus tome r who fa ils
to ins ta ll a nd/or te s t a  ba ckflow-pre ve ntion a s se mbly a s  re quire d by this  ta riff.

1 . In  th e  e ve n t th e  b a ckflo w-p re ve n tio n  a s s e mb ly h a s  n o t b e e n
ins ta lle d or fa ils  a ny te s t a nd A.A.C. R14-2-4l0.B.l.a . is  a pplica ble , the  Compa ny
ma y te rmina te  s e rvice  imme dia te ly a nd without notice . The  ba ckflow-pre ve ntion
a s s e mbly s ha ll be  ins ta lle d  a nd re pa ire d  by the  cus tome r a nd re te s te d  be fore
se rvice  is  re s tored.

2. In  th e  e ve n t th e  b a ckflo w-p re ve n tio n  a s s e mb ly h a s  n o t b e e n
in s ta lle d  o r fa ils  a n y te s t a n d  A.A.C. R1 4 -2 -4 l0 .B.l.a .  is  n o t a p p lica b le ,  th e
ba ckflow-pre ve ntion a s s e mbly s ha ll be  ins ta lle d a nd/or re pa ire d by the  cus tome r
a nd te s te d within fourte e n (14) da ys  of writte n notice  by the  Compa ny. Fa ilUre  to
ins ta ll or to  re me dy the  de ficie ncy or dys function of the  a s s e mbly, or fa ilure  to
re te s t s ha ll be  grounds  for te rmina tion of wa te r utility s e rvice  in a ccorda nce  with
A.A.C. R14-2-410.

Issued February l, 2005 Effective January 4, 2005
IS S UED BY:

Lonnie  McCle ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C.

521 E. San Pedro
Gilbe rt, AZ 85233

36100.00000.105

App;4q=j\./E8 FOR FiL!NG

DE\'838KIJ?\3 m



AEFQVED FOR F1LaNG

:slow #r 157LfL/Lp

UTILITY SOURCE, L.L.C. Shee t No. 13
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DOCKET WS- 04235A Ca nce lling S he e t No.

Applies to all WATER service areas

P ART TWO

S TATEMENT OF TERMS  AND CONDITIONS
WATER S ERVICE

II. INTERRUPTIBLE SERVICE; COMPANY'S LIABILITY
LIMITATIONS

A. The  Compa ny will s upply only s uch wa te r a t s uch pre s s ure s  a s  ma y be
a va ila ble  from time  to time  a s  a  re sult of the  norma l ope ra tion of its  wa te r sys te m.
The  Compa ny will ma inta in  a  minimum wa te r pre s s ure  of 20 p .s .i. a nd will not
gua ra nte e  a  spe cific ga llons  pe r minute  flow ra te  a t a ny public tire  hydra nts  or fire
s prinkle r s e rvice . In  the  e ve nt s e rvice  is  in te rrupte d , irre gula r or de fe ctive , or
fa ils  from ca us e s  be yond the  Compa ny's  control or through ordina ry ne glige nce
of its  e mploye e s  or a ge nts , the  Compa ny will no t be  lia b le  for a ny in jurie s  o r
da ma ge s  a ris ing the re from.

Issued February l, 2805 Effe ctive  Ja nua ry 4, 2005
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DOCKET WS- 04235A

UTILITY SOURCE, L.L.C.
w. .

She e t No.

Ca nce lling S he e t No.

14

Applie s  to a ll WATER s e rvice  a re a s

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

III. CURTAILMENT PLAN FOR UTILITY SOURCE, L.L.C.

ADEQ P ublic Wa te r S ys te m Numbe r: P WS  I.D. #03-394

Utility Source, LLC l"C0mp@~Hy") is  authorized to curtail water service to all customers,
re s identia l and commercia l, within its  ce rtifica ted a rea  unde r the  following te rms  and
conditions:

This  curta ilment plan sha ll become  pa rt of the  Arizona  Department of Environmenta l
Quality Emergency Operations Plan for the Company.

The  Compa ny s ha ll notify its  cus tome rs  of th is  ne w ta riff a s  pa rt of its  ne xt re gula rly
s che dule d billing a fte r the  e ffe ctive  da te  of this  ta riff or no la te r tha n s ixty (60) da ys a fte r
the  da te  of this  ta riff.

The  Compa ny sha ll provide  a  copy of the  curta ilme nt pla n to a ny cus tome r, upon re que s t.

S ta ge  1 Exis ts  Whe n:

Company is able to maintain water storage in the system at 100 percent of capacity and there are
no known problems with its well production or water storage in the system.

Re s trictions: Unde r S ta ge  1 , Compa ny is  de e me d  to  be  ope ra ting  norma lly a nd  no
curta ilment is  necessa ry .

Notice  Re quire me nts : Unde r S ta ge  1, no notice  is  ne ce ssa ry.

Is sued Februa ry 1, 2005 Effe ctive  J a nua ry 4, 2005
IS S UED BY:

Lonnie McC1eve, General Manager
Utility Source, L.L.C.

521 E. San Pedro
Gilbert, AZ 85233

36100.00000.105
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PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

S ta ge  2 Exis ts  Whe n:

a . Compa ny's  wa te r s tora ge  or we ll production ha s  be e n le s s  tha n 80 pe rce nt of ca pa city for
a t lea s t 48 consecutive  hours , and

Compa ny ha s  ide ntifie d is sue s  such a s  s te a dily de clining wa te r ta ble , a n incre a se d dra w-
down thre a te ning pump ope ra tions , or poor wa te r production cre a ting a  re a sona ble  be lie f
the  Company will be  unable  to mee t anticipa ted wa te r demand on a  sus ta ined ba s is .

Re s trictions: Unde r S ta ge  2 , the  Compa ny ma y re que s t the  cus tome rs  to  volunta rily
e mploy wa te r cons e rva tion me a s ure s  to re duce  wa te r cons umption by a pproxima te ly 5O
pe rce nt. Outs ide  wa te ring s hould be  limite d to e s s e ntia l wa te r, dividing outs ide  wa te ring
on s ome  uniform ba s is  (s uch a s  e ve n a nd odd da ys ) a nd e limina ting outs ide  wa te ring on
weekends  and holidays .

Notice  Re quire me nts ; Unde r S ta ge  2, the  Compa ny is  re quire d to  notify cus tome rs  by
de live ring writte n notice  door to door a t e a ch s e rvice  a ddre s s , or by Unite d S ta te s  firs t
c la s s  ma il to  the  b illing  a ddre s s  or, a t the  Compa ny's  option  both . S uch notice  s ha ll
notify the  cus tomers  of the  gene ra l na ture  of the  problem and the  need to conse rve  wa te r.

Is sue d Fe brua ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY:

Lonnie McC1eve, General Manager
Utility Source, L.L.C.

521 E. San Pedro
Gilbert, AZ 85233 AppgqQ\/83 F09 FiL!NC
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Applie s  to a ll WATER s e rvice  a re a s

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

S ta ge  3 Exis ts  Whe n:

Compa ny's  to ta l wa te r s to ra ge  o r we ll p roduction  ha s  be e n  le s s  tha n  50  pe rce n t o f
capacity for a t le a s t 24 consecutive  hours , and

Compa ny ha s  ide ntifie d is s ue s  s uch a s  a  s te a dily de clining wa te r ta ble , incre a s e d dra w
down thre a te ning pump ope ra tions , or poor wa te r production, cre a ting a  re a sona ble  be lie f
the  Compa ny will be  una ble  to  me e t a nticipa te d wa te r de ma nd on a  s us ta ine d ba s is .
S tandpipe  se rvice  sha ll be  suspended.

Re s trictions : Unde r S ta ge  3, Compa ny s ha ll re que s t the  cus tome r to volunta rily e mploy
wa te r cons e rva tion me a s ure s  to re duce  da ily cons umption by a pproxima te ly 50 pe rce nt.
All o u ts id e  wa te rin g  s h o u ld  b e  e lim in a te d ,  e xc e p t live s to c k,  a n d  in d o o r wa te r
conse rva tion te chnique s  should be  e mploye d whe ne ve r pos s ible . S ta ndpipe  s e rvice  sha ll
be  suspended.

Is s ue d Fe brua ry l, 2005 Effective January 4, 2005
IS S UED BY:

Lonnie  McCle ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C.

521 E. San Pedro
Gilbe rt, AZ 85233
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P ART TWO

S TATEMENT OF TERMS  AND CONDITIONS
WATER S ERVICE

Notice  Re quire me nts:

Compa ny is  re qu ire d  to  no tify cus tome rs  by de live ring  writte n  no tice  to  e a ch
se rvice  a ddre s s , or by Unite d S ta te s  firs t cla s s  ma il to the  billing a ddre s s  or, a t the
Colnpa ny's  option both . S uch Notice  s ha ll notify the  cus tome rs  of the  ge ne ra l
na ture  of the  problem and the  need to conse rve  wa te r.

Be ginning with S ta ge  3, Compa ny s ha ll pos t a t le a s t two (2) s igns  s howing the
curta ilme nt s ta ge . S igns  s ha ll be  pos te d a t notice a ble  loca tions , like  a t the  we ll
s ite s  a nd a t the  e ntra nce  to the  ma jor subdivis ion se rve d by the  Compa ny.

Compa ny s ha ll notify the  Cons ume r S e rvice s  S e ction of the  Utilitie s  Divis ion of
the  Corpora tion Commiss ion a t le a s t 12 hours  prior to e nte ring Stage  3.

Once  S ta ge  3 ha s  be e n re a che d, the  Compa ny mus t be gin to a ugme nt the  s upply of wa te r by
e ithe r ha u ling  o r th rough  a n  e me rge ncy in te rconne ct with  a n  a pprove d  wa te r s upp ly in  a n
a tte mpt to ma inta in the  curta ilme nt a t a  le ve l no highe r tha n S ta ge  3 until a  pe rma ne nt s olution
has  been implemented.

Is sued Februa ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY:

Lennie MeCleve, General Manager
Utility S ource , LLC.

521 E. San Pedro
Gilbe rt, AZ 85233

36100.00000.105
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PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

Stage 4 Exists When:

Compa ny's  to ta l wa te r s to ra ge  o r we ll p roduction  ha s  be e n  le s s  tha n  25  pe rce n t o f
capacity for a t le a s t 12 consecutive  hours , and

Compa ny ha s  ide ntifie d is s ue s  s uch a s  a  s te a dily de clining wa te r ta ble , incre a s e d dra w
down thre a te ning pump ope ra tions , or poor wa te r production, cre a ting a  re a sona ble  be lie f
the  Company will be  unable  to mee t anticipa ted wa te r demand on a  sus ta ined ba s is .

Re s trictions : Unde r S ta ge  4 , Compa ny s ha ll in fo rm the  cus tome rs  o f a  ma nda to ry
re s triction to e mploy wa te r cons e rva tion me a s ure s  to re duce  da ily cons umption. Fa ilure
to  comply will re s ult in  cus tome r d is conne ction . The  fo llowing us e s  of wa te r s ha ll be
prohibite d:

9
4
O
4
4

Irriga tion of outdoor la wns , tre e s , s hrubs , or a ny pla nt life  is  prohibite d
Wa s hing of a ny ve hicle  is  prohibite d
The  use  of wa te r for dus t control or a ny outdoor cle a ning use s  is  prohibite d
The  us e  of drip or mis ting s ys te ms  of a ny kind is  prohibite d
Th e  fillin g  o f a n y s wim m in g  p o o l,  s p a s ,  fo u n ta in s  o r o rn a m e n ta l p o o ls  is
prohib ite d
The  use  of cons truction wa te r sha ll be  prohibite d9

Is s ue d Fe brua ry l, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY:

Lonnie McC1eve, General Manager
Utility Source, L.L.C.

521 E. San Pedro
Gilbert, AZ 85233

b.

8..

36100.00000.105

T31

nscassss @`>@€%

r 4i1*'»/'EE F99 FiLlNG
i



UTILITY SOURCE, L.L.C.
8 '"~=# »'

*'*4~¥3§§~§ire
Shee t No.

Ca nce lling S he e t No.

19

DOCKET WS- 04235A

Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

4
0

Restaurant pa trons  sha ll be  se rved wa te r only upon reques t
Any othe r wa te r inte ns ive  a ctivity is  prohibite d

The  Compa ny's  ope ra tion of its  s ta ndpipe  s e rvice  s ha ll be  prohibite d. The  a ddition of
ne w se rvice  line s  a nd me te r ins ta lla tions  is  prohibite d.

Notice  Re quire me nts :

Compa ny is  re quire d to notify cus tome rs  by de live ring writte n notice  to e a ch s e rvice
a d d re s s ,  o r b y Un ite d  S ta te s  firs t c la s s  ma il to  th e  b illin g  a d d re s s  o r,  a t th e
Compa ny's  option, both. S uch notice  s ha ll notify the  cus tome rs  of the  ge ne ra l na ture
of the  problem and the  need to conse rve  wa te r.

Compa ny s ha ll pos t a t le a s t two (2) s igns  s howing curta ilme nt s ta ge . S igns  s ha ll
be  pos te d a t notice a ble  loca tions , like  a t the  we ll s ite s  a nd a t the  e ntra nce  to the
ma jor subdivis ion se rve d by the  Compa ny .

Compa ny s ha ll notify the  Cons ume r S e rvice s  S e ction of the  Utilitie s  Divis ion of
the  Corpora tion Commiss ion a t le a s t 12 hours  prior to e nte ring S ta ge  4.

Issued Februa ry 1, 2005 Effective January 4, 2005

IS S UE D BY:

Lonnie  la /IcCle ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C.

521 E. San Pedro
Gilbe rt,  AZ 85233

36100.00000.105
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PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

Once  S ta ge  4 ha s  be e n re a che d, the  Compa ny mus t a ugme nt the  s upply of wa te r by ha uling or
through a n  e me rge ncy in te rconne ct from a n  a pprove d s upply in  a n  a tte mpt to  ma inta in  the
supply until a  pe rmanent solution ha s  been implemented.

Cus tome rs  who fa il to  comply with ce s s a tion of outdoor us e  provis ions  will be  give n a  writte n
notice  to  e nd a ll outdoor us e . Fa ilure  to  comply with in  two (2) working da ys  of re ce ipt of the
n o tic e  will re s u lt in  te m p o ra ry lo s s  o f s e rvic e  u n til a n  a g re e m e n t c a n  b e  m a d e  to  e n d
una uthorize d us e  of outdoor wa te r. To re s tore  s e rvice , the  cus tome r s ha ll be  re quire d to pa y a ll
a uthorize d re conne ction fe e s . If a  cus tome r be lie ve s  he /she  ha s  be e n dis conne cte d in e rror, the
cus tome r ma y conta ct the  Commiss ion's  Consume r S e rvice  S e ction a t 1-800-222-7000 to initia te
a n inve s tiga tion.

Issued Februa ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY:

Lonnie  lVIcCleve , Gene ra l Manage r
Utility S ource , L.L.C.

521 E. San Pedro
Gilbe rt, AZ 85233

36100.00000.105
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Applies to all WATER service areas

PART TWO

STATEMENT OF TERMS AND CONDITIONS
WATER SERVICE

Iv. RULES AND REGULATIONS

The  Compa ny ha s  a dopte d the  Rule s  a nd Re gula tions  e s ta blis he d by the
Commis s ion a s  the  ba s is  for its  ope ra ting proce dure s . A.A.C. R14-2-401 through
A.A.C. R14-2-411 will be  contro lling  of Compa ny proce dure s , unle s s  s pe cific
Commis s ion Orde r(s ) provide  othe rwis e .

Is sued Februa ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY:

Lonnie  McCle ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C.

521 E. San Pedro
Gilbe rt, AZ 85233

36100.00000.105
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Applies to all WASTEWATER service areas

PART THREE

STATEMENT OF CHARGES
WASTEWATER SERVICE

I.  R ATE S

In Opinion a nd Orde r No. 67446, da te d J a nua ry 4, 2005, the  Commis s ion
approved the  following ra te s  and cha rges  to become  e ffective  on Janua ry 4, 2004:

Water Service Size
Min im u m

Cha rge

Ra te  pe r
1,000 Wa te r
Us a ge

A. Ge ne ra l Re s ide ntia l Se rvice

A11 Sizes $2.73

Comme rcia l a nd Indus tria l S e rvice

I

i

Car washes, Laundromats,
Commercial, manufacturing

Hotels, Motels
Restaurants
Industrial Laundries
Waste Haulers
Restaurant Grease
Treatment Plant Sludge
Mud Sump Waste

-0_

-0-

-0_

_0_

_0-

_0_

-0-

_0_

$2.67
$3.58
$4.42
$3.92
$80.00
$70.00
$80.00
$250.00

Issued February 1, 2005 Effective January 4, 2005
IS S UED BY:

Lonnie McCleve, General Manager
Utility Source, L.L.C.

521 E. San Pedro
Gilbert, AZ 85233
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PART THREE

STATEMENT OF CHARGES
WASTEWATER SERVICE

II.  TAXE S  AND AS S E S S ME NTS
In a ddition to a ll othe r ra te s  a nd cha rge s  a uthorize d he re in, the  Compa ny

s h a ll co lle c t fro m its  Cu s to me rs  a ll a p p lica b le  s a le s ,  tra n s a c tio n ,  p rivile g e ,
re gula tory or othe r ta xe s  a nd a s s e s s me nts  a s  ma y a pply now or in the  future , pe r
Rule  R14-2~608(D)(5).

III. ADDITIONAL CHARGES9

Es ta blishme nt of S e rvice  pe r Rule  R14~2-603D (ne w
cus tome r cha rge , in a ddition to D, I a nd I be low)

820.0010

1. If a fte r hours 40.00

Re~es tab1ishment of Se rvice  pe r Rule  R14-2-603D
(sa me  cus tome r, s a me  loca tion within 12 months )

Note l 1

50.00Re conne ction of S e rvice
P e r Rule  R14~2-603D
1. If a fte r hours 40.00

9 Additional charges authorized in Paragraph III E, F and G shall not be duplicated for dual service customers.
10 Initial monthly billing under PART THREE I to new wastewater service for homes under construction shall
commence no sooner than 30, and no more than 60 days after the water meter is installed. Wastewater billing to
new service at existing locations shall be pro-rated from the start of service.
11 Number of months off system times the sum of the monthly minimum.

Is sued Februa ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY:

Lonnie  McCle ve , Ge ne ra l Ma na ge r
Utility S ource , L,L,C.

521 E. San Pedro
Gilbe rt, AZ 85233
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Applies to all WASTEWATER service areas

PART THREE

STATEMENT OF.CHARGES
WASTEWATER SERVICE

De pos it Re quire me nt per Rule  R140-2-60313
1. Re s ide ntia l cus tome r (2 time s  e s tima te d

a ve ra ge  monthly bill)

Non-re s ide ntia l cus tome r (2-1/2 time s  e s tima te d
ma ximum month ly b ill)

3.0%

E .

F .

3. De pos it Inte re s t

Charge  for NSF Check pe r Rule  R1--2~608E13

Deferred Payment Finance  Charge , pe r rnonth14

$20.00

l.5%

12 The Company does not normally require a deposit prior to the provision of service. However, if the service is not
in the property owner's name, this deposit is required. Also in the event service is disconnected due to nonpayment,
this deposit may be required.
is This charge shall not apply if wastewater service is paid with the same NSF check used to pay for water service
for which a NSF fee is charged.
14 Deferred payments for wastewater service are only available if established in connection with deferred payments
for water service under PART ONE, IIKI) of this tariff.

Issued February 1, 2005 Effe ctive  Ja nua ry 4, 2005

IS S UED BY:

Lonnie  McC1e ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C.

521 E. San Pedro
Gilbe rt, AZ 85233
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PART THREE

STATEMENT OF CHARGES
WASTEWATER SERVICE

G .

H.

1.5% 15 16
340.0017

I.

La te  P a yme nt, P e r Month, pe r Rule  R14-2-608F

S e rvice  Ca lls , pe r hour
Afte r hours  only

Service  La te ra l Connection Cha /ge18
Re s ide ntia l
Comme rcia l

$500.00
Costly

Ma in Exte ns ion Ta riff, pe r Rule  R14~2-606B Costzo

15 This charge shall not apply if the customer has arranged for a Deferred Payment Plan.
be Bills for utility services are due and payable when rendered. Any payment not received within fifteen (15) days
from the date the bill was rendered shall be considered delinquent arid subject to the termination policy set toM in
the Company's rate tariff. All Late Payment Charges shall be billed on the customer's next regularly scheduled
billing. If the customer fails to pay the Late Payment Charge by the due date on the next billing, the customer will
receive a ten (10) day termination notice. If the customer does not pay the Late Payment Charges by that date the
service will be terminated. Service shall be terminated only for that service for which the customer is delinquent or
is in violation of other Tariff or Rule provisions. All customers whose service is terminated for failure to pay the
Late Payment Charges are subject to the Company's reconnection charges set forth in the Company's tariff.
17 For service problem found to be on Customer' s side of lot line. Company will not repair problem.
18 The Company.shall own the Service Lateral up to the Customer's property line. The Customer shall own the
Service Lateral beyond that point. The Company shall maintain and operate the Service Lateral only from the * .
connection to the Main line in the street or right-of~way up to its interconnection With the CUstomer's Service
Lateral at the edge of the right-of-way, beyond which maintenance is the Customer's responsibility
19 Per Sheet No. 26.
20 All Main Extensions shall be completed at cost per Sheet No. 30 and shall be non-refundable Contributions-in-
Aid-of-Construction .

Is s ue d Fe brua ry l, 2005 Effe ctive  J a nua ry 4, 2005

IS S UE D BY:

Lonnie  McCle ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C.

521 E, San Pedro
Gilbe rt, AZ 85233
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PART THREE

STATEMENT OF CHARGES
WASTEWATER SERVICE

w .

A. Costs shall be verified by invoice.

PERMITTED COSTS

B. For s e rvice s  tha t a re  p rovide d  by the  Compa ny a t cos t,  cos t s ha ll inc lude  la bor,
ma te ria ls , othe r cha rge s  incurre d, a nd ove rhe a d not to e xce e d l() pe rce nt. Howe ve r,
prior to a ny s uch s e rvice  be ing provide d, the  e s tima te d cos t of s uch s e rvice  will be
provide d  by the  Compa ny to  the  cus tome r. Afte r re vie w of the  cos t e s tima te , the
cus tome r will pa y the  a mount of the  e s tima te d cos t to the  Compa ny.

C. In  the  e ve nt tha t the  a ctua l cos t is  le s s  tha n the  e s tima te d cos t, the  Compa ny will
re fund the  e xce s s  to the  cus tome r within 30 da ys  a fte r comple tion of the  provis ion of
the  s e rvice  o r a fte r Compa ny's  re ce ip t o f invo ice s ,  tirne s he e ts  o r o the r re la te d
docume nts , whiche ve r is  la te r.

D. In the  e ve nt the  a ctua l cos t is  more  tha n the  e s tima te d cos t, the  Compa ny will bill the
cu s to me r fo r th e  a mo u n t d u e  with in  3 0  d a ys  a fte r co mp le tio n  o f th e  in vo ice s ,
time s he e ts  or othe r re la te d docume nts , whiche ve r is  la te r. The  a mount s o bille d will
be  due  a nd pa ya ble  30 da ys  a fte r the  invoice  da te . Howe ve r, if the  a ctua l a mount is
more  tha n five  pe rce nt (5%) gre a te r tha n the  to ta l a mount pa id , d ie  cus tome r will
only be  re quire d to pa y five  pe rce nt (5%) more  tha n the  tota l a mount pa id, unle s s  the
Compa ny ca n de mons tra te  tha t the  incre a s e d cos t wa s  be yond its  control a nd could
not be  fore seen a t the  time  the  e s tima te  for the  tota l amount was  made .

E. At the  cus tome r's  re que s t, the  Compa ny s ha ll ma ke  a va ila b le  to  the  cus tome r a ll
invoice s , time s he e ts  or re la te d docume nts  tha t s upport the  cos t for providing s uch
se rvice .

Is s ue d Fe brua ry l, 2005 Effective January 4, 2005
IS S UE D BY:

Lonnie McC1eve, General Manager
Utility Source , L.L.C.

521 E. San Pedro
Gilbe rt, AZ 85233

36100.00000.105
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UTILITY SOURCE, L.L.C.

DOCKET WS -04235A

894 54
is ;
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8rd? §88§*33*@ 8

S he e t No.

Ca nce lling S he e t No.

27

Applie s  to  a ll WAS TEWATER s e rvic e  a re a s

PART THREE

STATEMENT OF CHARGES
WASTEWATER SERVICE

F . P e rmitte d  cos ts  s ha ll include  a ny Fe de ra l, S ta te  or loca l ta xe s  tha t a re  or ma y be
pa ya ble  by the  Compa ny a s  a  re s ult of a ny ta riff or contra ct for wa s te wa te r fa cilitie s
unde r which the  Cus tome r a dva nce s  or contribute s  funds  or fa cilitie s  to the  Compa ny.

Is s ue d Fe brua ry l, 2005 Effective January 4, 2005
IS S UED BY:

Lonnie  McC1e ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C.

521 E. San Pedro
Gilbe rt, AZ 85233

lulh-I--lF
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UTILITY SOURCE, L.L.C Shee t No

DOCKET WS 44' 838'§§§.4»

Ca nce lling S he e t No

Applie s  to  a ll WAS TEWATER s e rvic e  a re a s

PART FOUR

STATEMENT OF TERMS AND CONDITIONS
WASTEWATER SERVICE

I. CUSTOMER DISCHARGE TO SYSTEM

A. S e rvice  S ubje ct to Re gula tion

The  Compa ny provide s  wa s te wa te r s e rvice  us ing tre a tme nt a nd colle ction
fa cilitie s  tha t a re  re gula te d by nume rous  county, s ta te  a nd fe de ra l S ta tute s  a nd
Re gula tions . Thos e  Re gula tions  inc lude  limita tions  a s  to  dome s tic  s tre ng th
wa s te wa te r a nd the  type  of wa s te wa te r tha t ma y be  discha rge d into the  sys te m by
a ny pe rson dire ctly or indire ctly conne cte d to the  pla nt

B. Wa s te  Limita tions

The  Compa ny ha s  e s ta blis he d the  pe nnis s ible  limits  of conce ntra tion a s
dome s tic  s tre ngth  wa s te wa te r a nd will limit conce ntra tion  for va rious  s pe cific
subs tances , ma te ria ls , wa te rs , or was te s  tha t can be  accepted in the  sewer sys tem
a nd to s pe cify thos e  s ubs ta nce s , ma te ria ls , wa te rs , or wa s te s  tha t a re  prohibite d
from e nte ring the  s e we r s ys te m. Ea ch pe rmis s ible  limit s o e s ta blis he d s ha ll be
pla ce d on file  in  the  bus ine s s  office  of the  Compa ny, with a  copy file d with the
Commis s ion. No pe rs on s ha ll dis cha rge , or ca us e  to  be  dis cha rge d, a ny ne w
s o u rce s  o f in flo w in c lu d in g ,  b u t n o t limite d  to ,  s to rm wa te r,  s u rfa ce  wa te r
g ro u n d wa te r,  ro o f ru n o ffs ,  s u b s u rfa ce  d ra in a g e ,  co o lin g  wa te r,  o r p o llu te d
indus tria l proce s s  wa te rs  into the  s a nita ry s e we r. The  Compa ny will re quire  a n
a ffida vit from a ll comme rcia l a nd  indus tria l cus tome rs , a nd  the ir profe s s iona l
e ngine e r, s ta ting tha t the  wa s te wa te r dis cha rge d to the  s ys te m doe s  not e xce e d
dome s tic s tre ngth

Is sue d Fe brua ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UED BY

Lonnie  McCle ve , Ge ne ra l Ma na ge r
Utility S ource , L.L.C

521 E. San Pedro
Gilbe rt. AZ 85233 A£IF'§§nJVEEL3 FCM FiLlNG

36100.00000.105
D E C I S I O N  # W LM IT



UTILITY SOURCE, L.L.C. S he e t No. 29

DOCKET ws -
M88§

Ca nce lling S he e t No .

Applies  to a ll WASTEWATER service  areas

P AR T F O UR

S TATEMENT OF TERMS  AND CONDITIONS
WAS TEWATER S ERVICE

C. Ins pe ction a nd Right of Entry

Eve ry fa cility tha t is  involve d  d ire ctly or indire ctly with  the  d is cha rge  of
wa s te wa te r to the  Tre a tme nt P la nt Ma y be  inspe cte d by the  Compa ny a s  it de e ms
necessary. The s e  fa cilitie s  s ha ll include  but not be  limite d  to  s e we rs , s e wa ge
pumping pla nts , a ll proce s s e s , de vice s  a nd conne ction s e we rs , a nd a ll s imila r
s e we ra ge  fa cilitie s . Ins pe ctions  ma y be  ma de  to de te rmine  tha t s uch fa cilitie s  a re
ma inta ined and ope ra ted prope rly and a re  adequa te  to mee t the  provis ions  of the se
rule s . Ins pe ctions  ma y include  the  colle ction of s a mple s . Authorize d pe rs onne l
of the  Compa ny s ha ll be  provide d imme dia te  a cce s s  to a ll of the  a bove  fa cilitie s
or to othe r fa cilitie s  dire ctly or indire ctly conne cte d to the  Tre a tme nt P la nt a t a ll
re a s ona ble  time s  including thos e  occa s ione d by e me rge ncy conditions . An y
pe rma ne nt or te mpora ry obs truction to  e a s y a cce s s  to  the  us e r's  fa cility to  be
ins pe cte d s ha ll promptly be  re move d by the  fa cility us e r or owne r a t the  writte n or
ve rba l re que s t o f the  Compa ny a nd  s ha ll no t be  re p la ce d . No  p e rs o n  s h a ll
in te rfe re  with ,  d e la y,  re s is t o r re fus e  e ntra nce to  a n  a u th o rize d  Co mp a n y
re pre s e nta tive  a tte mpting  to  ins pe ct a ny fa cility involve d  d ire ctly or ind ire ctly
with a  dis cha rge  of wa s te wa te r to the  Tre a tme nt P la nt. Ade qua te  ide ntifica tion
s h a ll b e  p ro vid e d  b y d ie  Co mp a n y fo r a ll in s p e c to rs  a n d  o th e r a u th o riz e d
pe rsonne l a nd the se  pe rsons  sha ll ide ntify .the mse lve s  whe n e nte ring a ny prope rty
for inspe ction purpose s  or whe n inspe cting the  work of a ny contra ctor.

A11 tra ns ie nt motor home s , tra ve l tra ile rs  a nd othe r units  conta ining holding ta nks
mus t a rrive  a t the  Compa ny's  s e rvice  a re a  in a n e mpty condition, Ins pe ction will

Issued Februa ry 1, 2005 Effe ctive  J a nua ry 4, 2005
IS S UE D BY:

Lonnie lVlcCleve, General Manager
Utility Source , L.L.C.

521 E. San Pedro
Gilbe rt, AZ 85233

l

36100,00000.105
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UTILITY S OURCE, L_L_C

IY

Shee t No. 30

,p

I 3
si;*%3a.4~3§é

DOCKET WS- Ca nce lling S he e t No.

Applies  to all WASTEWATER service areas

P AR T F O UR

STATEMENT OF TERMS AND CONDITIONS
WASTEWATER SERVICE

be  re quire d of s a id units  prior to the ir be ing a llowe d to hookup to the  wa s te wa te r
sys te m.

Termination of Water -Service for Violation of Wastewater Rules and Regulations

The  Compa ny is  a uthorize d to  dis continue  wa te r s e rvice  to  a ny pe rs on
conne cte d  to  bo th  its  wa te r a nd  s e we r s ys te ms  who vio la te s  the  Compa ny's
wa s te wa te r te rms  a nd conditions  a s  s e t forth in this  P ART FOUR or in a ny wa y
cre a te s  a  public he a lth ha za rd or the  like lihood of s uch a  public he a lth ha za rd.
This  te rmina tion a uthority doe s  not a pply to non~pa yme nt for wa te r or wa s te wa te r
se rvice s .

I I . R ULE S  AND R E G ULATIO NS

The  Compa ny ha s  a dopte d the  Rule s  a nd Re gula tions  e s ta blis he d by the
Commis s ion a s  the  ba s is  for its  ope ra ting proce dure s . A.A.C. R14-2-601 through
A.A.C. R14-2-609 will be  controlling of Compa ny proce dure s , unle s s  s pe cifica lly
a pprove d ta riffs  or Corrimis s ion Orde r(s ) provide  othe rwise .

Is sue d Fe brua ry 1, 2005 Effe ctive  Ja nua ry 4, 2005
IS S UE D BY:

Lonnie IV[cCleve, General Manager
Utility Source, L.L.C.

521 E. San Pedro
Gilbert, AZ 85233

36100.00000.105
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BRIAN c. MCNEIL
Executive Secretary

COMMISSIONERS
JEFF HATCH-MILLER . Chairman

WILLIAM A. MUNDELL
MARC SPITZER
MIKE GLEASON

KRISTIN K. MAYES

own DID!

ARIZONA CORPORATION COMMISSION

August 18, 2005

Mr. Richa rd L. S a llquis t
Sa llquis t a c Drummond, P .C.
4500 South Lakeshore  Drive , Suite  339
Te mpe , Arizona  85282

UTILITY S OURCE, L.L.C.
DOCKET NOS . WS -04235A-04-0073/0074
DECIS ION NO. 67446

De a r Mr. S a llquis tl

Enclos e d is  a  s ta mpe d copy of the  ra te s  a nd cha rge s  tha t we re  a pprove d a s  be ing in
compliance  to the  above  Decis ion, with an e ffective  da te  of Janua ry 4, 2005.

If you ha ve  que s tions  re ga rding the  filing of the s e  ta riffs , ple a s e  conta ct me  a t (602)
542-4251.

S ince re ly,

ort H. Mille r
P rogra ms  & P roje cts  S pe cia lis t II
Utilitie s  Divis ion

/Ibo

Enclosure s

cc: Bria n K. Bozzo
Complia nce  Enforce me nt

RE :

1200 WEST WASHINGTON STREET; PHOENIX, ARIZONA 85007-2927 / 400 WEST CONGRESS STREET, TUCSON, ARIZONA 85701-1347

www.cc.state,az. us
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SALLQUIST, DRUMMQND & O'CONNOR,
ATTORNEYS AT LAW

TEMPE OFFICE

4500 S. LAKESHORE DRlVE

SUITE 339

TEMPE, ARIZONA 85282

P .C .

RICHARD L. SALLQUIST PHONE (480) 839-5202
FACSIMILE (480) 345-0412

E-MAIL dick@sd-law.com

August 23, 2006

Arizona  Corpora tion Commission
Docke t Control
1200 W. Washington
Phoenix, AZ 85007

Re : Utility S ource , L.L.C. Applica tion for a  Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity
Extension, Docket No. WS-04235A-06-0303, Compliance

Dear S ir:

Atta che d ple a se  find 15 copie s  of die  Affida vit of P ublica tion in the  subj e t proce e ding.

In the  e ve nt you ha ve  a ny que s tions  re ga rding the s e  ma tte rs , ple a s e  do not he s ita te  to
ca ll.

S ince re ly,

\

/
J

Richard L. Sa llquis t
Enclosures

cc: He a ring Divis ion
Le ga l Divis ion
Udlide s Divis ion
Lonnie  McCle ve

36100.00000,158

3"'B%



AFFIDAVIT/PROOF OF PUBLICATION

STATE OF ARIZONA

County of Coconino

Bobbie Crosby being duly sworn, deposes and says

That she  is  the  lega l cle rk of the  Arizona  Daily Sun

a newspaperpublished at Flagstaff, CoconinoCounty, Arizona; that the

\ €6l0Ll 85307(

a copy o f  wh i c h  i s

hereunto attached, was first published in said newspaper in its issuedated

2oO(0.da y of

publis he d in e a ch QM issue of sa id newspaper for

and

consecutive the  last publica tion being in the  issue  dated the

20(Xpda y of

bscribéd and so to before me this

da y of 2

Nota ry P ublic

My Commiss ion expire s



Lqn-I Na. 8307
wo r r i e s  O F

HEARING ON THE AP
1=ucA171on . o1=
U'l'LlTy SOURCE. LLC
FOR AN INCREASE IN
ir s  RATES FOR WA;
TER AND WASIEWA
TER slmvlcn
(Doclu8IT" 1. no: -WS
04235A-06-0893)
on May* 1, 2006, as lam
gnnpplemaenwedfn . 'Utility

squaw 'Sr

The' Commission wi l l
hold a gazing on this
manor beginning January
22. 2001. at l0*00 a.m:a:
the Conimisdon 's  of
yes. 1200 West Washing
tom. ph0¢mx.. Aiizomia
Public oomnientsviill be
taken on the first day of
the hpamimg
The law.. provides for an
open public . Hz&ling";dt
which, under
' . . . ..-.inté&'¢sted

parties .may 'mtuvene
lnqérventiori man be per
mitted to.anylpersombnti
tied by law;o.int¢nQene
and 'having ..a:
substantihh interestin -the

:.Pex§rms Ilvsiiiill
to . . .. 51?-a
wdnen'~msad¢omr»w.lnter
vene.Witl1:-due.... 's
siod'no:Iafef llianNovém
Ber 15..2006. motion
ro inxeramne must. beset
to F114 its
Oounsel _and go aB.pal;tie§
of records ad must con
rain the following
1. The name. aaawss. and
telephone . of~. the

intetlrqhor.~amd
of airy-'party v/hnm
sewioeof document is to
be made if difiielrem from
the intervenor
2...A short smaremgm of
the pn:posed.'intervenor's
inteustin ;he~pmocegdin*g
(¢'8i:8 éusnQi'ner. of. the
Company,. a shareholder
of the Connpai;y,pta.)
3.;=A .ssazeMgm
that a eopybf the motion
to intervene. Chas .been
nnailmm rho CompanY or
its cbunscl and so all Par
des of leeward in the case

6.finterven
son; imkmg other
entitles a party to present
sworn cVidenée ..at..the
hear ing ind . td cross

However. failureto inter
vehe will. rpt .pmtrll lde
anyint.ex\ested .pexmsgmm or
entity fran fmwamins at
the hearing and providing
p\1bl.i¢.,¢bmmem ,nm the
application or homiiljng
i//linen comments in the
mecca of tbe.case. You
wil l  nd receive my fur
:Ber hotioe of  th is pro
feeding . unless you re
quest it

If you have a.ny.suhstan
five questions abou:
application for an i n
crease i n and

w a s w w w mares. . yo u
may'*cg4;§act me C°mn@
my an Mary Ann Fw!
Util ity Sou!De,'L.L.c
721 E. SadLPledi0
Gi1bert.'AZ 85234
(480)1892-8756
loamien1ocleve@oox.net
If you wish toi le
commeNts negaxdilig :the
appl ication, or wi l t fur
thee Momnhh6m. ad triter
v.mention, youmay contact
the ConSumer-
Section'of the Cdmrhis
sign at -1200 West Wash

Stljeet..
A1izbna.85007r~or ball l
800-222-7000
The Comniissionk does
n o t  d l " ' '  . ' o n  t h e
basis of i n  a d
misdo to its pub l i c
meetings; W i t l r a
disability hiay T°¢i1\§st a
reasonable accommoda
don -s.uch as sign Jan
foliage integpreten. as well
as reques!.!;his document

i n an a l terat i ve fount
by contacting thief ADA
C0ml i nawr .  L i nda Ho

at
L l - l o g an@ az c c ; g o v
voice phone . number
602/542-3931; Requests
sholdd be Made as early
ds possible go allOw~time
to arrange the accommo
cation. PUB : July .21
2006 8307

Corpounion mmssecm
("Com1nt|unis8ion")4n1 ag|:q§li
cation for an ° 4 -| " i i i

0p?§4§94;¢4
PI00§I119il§€i3h{92"
<s2;414a571 . an
U:i1igy.s6u;*q5e 940968493

eustomei°'i bill for winner

°f;.4,740 2allQv8
nnnommtlm) ..Would
fromcu;i=eot. Qt
$19.90 Pa* .pa
$66.13 we Ii=!9nth (ap-
proximately 232 parent)
U n do .CO!llP!'! l! 's

denial cuslaoliaefs bill fox*
waslae \ I . ¢.
on usage Uf;4.740
gallons n=r=m¢m11)

.. bf . $12.94 Per
month .tb. $3451 .. per
nmomth. .Qappnoximanely
167 pewgng
The CominrLission's Uum
Les Division Staff has not
yet made a

Comnnpany's inaeakc
proposal, and the Com

to be 9-ad88"9liased on
the evidelclOe:of reooli

the .Cw0npw1y. sum .or
any . intervellblx' .

may.lie lower .Mr

above.. Dr  the
nli°=1=i0@ 4p¢l
tariflk are available at e
I3oI4npiumy's.o:f&ées.at
Utililv L L C
721 B. Soli Pled ro

ad online internet wih an
Coununission website
(www.azot.gOv)

the e-docket function
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SALLQU1ST, DRUMMQND & O'CONNOR,
ATTORNEYS AT LAW

TEMPE OFFICE

4500 S. LAKESHORE DRlVE

SUITE 339
TEMPE, ARIZONA 85282

P .C .

RICHARD L. SALLQUIST PHONE (480) 839-5202
FACSIMILE (480) 345-0412

E-MAIL dick@sd-law.com
Augus t 16, 2006

H AN D  D E L IVE R Y
Arizona  Corpora tion Commis s ion
Docke t Control
1200 W. Wa shington
P hoe nix,  AZ 85007

Re : Utility S o u rc e ,  L.L.C .  Ap p lic a tio n  fo r a  C e rtific a te  o f C o n v e n ie n c e  a n d  Ne c e s s ity
Exte ns ion, Docke t No. WS -04235A-06-0303, Complia nce

De a r S ir:

Atta che d ple a se  find 15 copie s  of the  Affida vit of Ma iling in die  subj e t proce e ding.

In the  e ve nt you ha ve  a ny que s tions  re ga rding the s e  ma tte rs , ple a s e  do not he s ita te  to
ca ll.

Sincerely,
\\

I
I F H \

I

1J 1
v  \

Richa rd L. S a llquis t
Enclosure s

cc: He a ring  Divis ion
Le ga l Div is ion
Utilitie s  Div is ion
Lonnie  McCle ve

éE"'B'3

I 1

36100.00000.156
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2

3

4

Richard L- Sallquisr
Sdlquist, Dmnilmond & O'Connor, P.C.
4500 South Lakeshore Drive
Suite 339
Tempe, Arizona 85282
Phone: (480) 839-5202

Fax: (480)345-0412
Attorneys for Applicant

I*

5

6
BEFORE THE ARIZONA coizpoRAT1on commlsslon

7

8

9

IN THE MATTER OF THE AP P LICATION OF
rmL1 Ty s o u Rc E ,  L.L.c .  FO R A
DETERMINIAHON OF THE CURRENT FAIR.
VALUE OF ITS  UTILITY P ROP ERTY AND 3
FOR AN INCREAS E IN ITS  WATER AND
WAS TEWATER RATES  AND CHARGES  FOR
UTILITY S ERVICES

)
) DOCKET no. ws-04235A.06-0303

)

>
)
)

10

STATE OF ARIZONA
11

County of Maricopa

)
)a s

) i

1

13
1. I am Lonnie McCleve, Manager of Utility Source, L.L.C. My business address is '721

14
E. San Pedro, Gnben, Arizona 85234.

15
2. On August/58006, 1 bauscd the Notice at the form attached hereto to be mailed with

16
the July monthly bing s by U.S. mail, postage prepaid, to all customers of record as

ofluly31, 2006.
17

18
3. Further affiant sayer naught.

DATED this / . ; day of August, 2006.
19

20
UTILITY S OURCE. L.L

2 1

me McCleve
22

\

23

36100-00000,155
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I

:

l
1

E

; :

1 The foregoing Mwmmtwas acknowledged before me this ..-""day of August, 2006,

2 by Loll
;

3

MARYAIWHIIRIY
N9\ICIlyl'i§IG-MUIIIIW

maueonaeouuv
Mv¢=nmm.emlnnoena.anua l

-/4145
4 Notary public

My Commiss iOn Expire s :
5

/O */3~a20 cfvf'
I

6

7
Orig-inaLl and fifteen copies of the
foregoing filed. this day
of August, 200.6 with:

8

9
I

10

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

1 1 A copy of the foregoing filed
this day of August, 2006 to: I

i

13

14

H¢3I'iRg Division
Arizona CorpoazaiionCommission
1200 West WamMngton .
Phoenix, Arizona 85007

15
I

16

Utilities Division
Arizona CorporationCommission
1200 West Washington
Phoenix, ArizOna 85007

17
I

18

19

:Legal Division
Arizona Colpwaltion Commission
1200 West Washington
Phoenix, Arizona 85007

i

i

i

20

-

I

2]

22
l

I

I

23

12

36100-000W.155
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PUBLIC NOTICE Of? HEARING ON 1118
APPLICATION OF um.mf sounder. LLC. FUR

AN merE,AsE no IT§1§AT5S FOR WATER AND WASTEWATER SERVICE

On May 1, 2006, as later supplcnnented, Utility Sofuxee, LLC ("Uri]ity Source" or
"Compeloy") Bled with the Arizona Coqjorwaction Commission ("Camnulxission")

anincreasCinoperatiugineomc of a;:q:reudmately 99per1ecut
($2,474.357). Under the Utility Source proposal, a typical residential customers
bill for water service (based au usage of 4,740 gallons per month) would increase
from current charges of $19.90 per month to s66.1s per month (approximately
232 percent). Under the Compnlly's proposal, a. typical residential euStomelds
bill for wastewater service (b ed on wiser usage of 4,740 gallons per month)
would increase from current changes uf S12.94 per month Tb $34.51 per mouth
(approximately 167 percent)

11:e Commissiun's Udli&a DividonSt:|EhasnotyetnuadeaneeamMnandmlinn
udiau!gthe Compamy'srateinn.r»easep:oposaLandtheCommisdonwi11.detmi:c

Une appmupdatemereliefspbegramdbasedonrheevidenceofrwuwdhNnis
vw°¢=<==dins- The Gumnuissionisnotbauundbythepmuposalsmndebyi1cCumpany._
Shi ormyinluvmon:nd,.&»nefun,thn&na1:a|:esappm=oved'mth.isdodnetmaybe
lovv=erorhi¢m'tha1n1d1era1es.d~wcnri.bdaMv'e. Cups oftlmqplicwrlinnindpmuposd
MiJ&area1wailahlea&eC9mupamgr'so$ at

Ud1itySou:ce,L;L.C
721 E.SMPed:6
Gilbert,AZ 85234 Ana on:uh

intemetvi.a&e Camumission Websitefwww.azcc.zov'}u&gtbee-dndcetfimction.

. ubli h e i n 1mde1r inpI0mIi#1=
an P c Intgrvenntionshallbepemnnitledto any

_lawtoinlmmae andhavihgadiredandsuhstanltialinndwinihs
51:

T h e m e ,
and. f an pity
diiegmtiYomtheinravennr.

The Commission willhold a hearing gr this matter beginning January 22,2007, at
10:00 sun. at the COfl'mi¢;<rion'S offices, 1200 West Washington, Phoenix, Arizona.
Public comment-1 will be takeN onthe Erstday of the hearing.

The law provides for at which,
circumstances, interested party may intervene.
person entitled by
matter. :Persons desiring to intervene must it: a written motion to intervene with the
Commission no latter than November 15.2006. The motion to intervene must be sent
to the Company or its counsel and to all parties of record, and must contain the
following

address, aNd telephone number of the proposed intervenor
upon whom service of docrnnents is to be made if

A short staltem t of the proposed 'intervenor's interest 'M the
pr°<===<1i11s(e.g., a customer of the Company, a shareholder of the
Company, W:-)

A statement certifying that a copy of the motion to intervene hlzns boon
mailedtothe CQmpanyorits oormsclandtu allpades ofrooondinthe

applimaltion for
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If you have any substantive questions about Huts application for an increase 'm
Water and wastewater rates, you may contact the Company at:

.Mary Ann Parry -
u t i l i t y Source, L.L.C.
721 E. San Pedro .
Gilbert, AZ 85234

_(480)892-8756
gnni cdewe@cbx.netal I 4

The 9t=1=1i1=\s of intervention, among other innings, entitles a party to present swam
evidence at the hearing and to cross-examine other wimesscs. However, failure to
intervene will not preclude any interested Derron or entity from .abnearinz at the
be21I'm2 md muvidine Dllblic comment on the application or :Bum Elaine written
comments in the neccuwd of the case. You not receive any finrther notice of this
proceedingunless you request it.

If youwishto iilcwdttencommcnts Eth e orwanit fuuth
mfotmatlon on Intervention, YOU may contact the Consumer Services Section of t i ;

222-7000.
at 1200 West Waslaingtom Street, .Pfmoeuiag Arizona 85007; or call 1-800-

public meetings. Persons 1mlth a disability may request a reasonable accommodation
The Commission does not discrinninaie on the basis of disability in adnnuiission to its

such as a sign language 'mtelpreter, as well aS request this document in an alterative
format, by contacting
voice phone number 602/542-3931. Requests should be made as early as pos8nlb1e~ to
allow time to anange the acoommodaiion.

the ADA Coamdinartor, Linda Hogan, at LI-Io;zan(E1').azcr:.9.*Dv.,

r
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Richa rd L. S a llquis t
S ALLQUIS T, DRUMMOND & O'CONNOR, P .C.
4500 S . Lakeshore  Drive , Suite  339
Tempe , Arizona  85282
Te lephone : (480) 839-5202
Attorne ys  for Utility S ource , L.L.C

4
BEFORE THE ARIZONA C()RP()RATION COMMISSION

5

6 WS-04235A-06-0303

7 NOTICE OF FILING REBUTTAL
TES TIM0MNIES

8

IN THE MATTER OF THE
APPLICATION OF UTILITY SOURCE,
L.L.C. FOR A DETERMInATION OF
THE CURRENT FAIR VALUE OF ITS
UTILITY PROPERTY AND FOR AN
INCREASE IN ITS WATER AND
WASTEWATER RATES AND
CHARGES FOR UTILITY SERVICES9

)
)
)
)
)
)
)
)
)

1 0

11
Utility S ource , L.L.C. by a nd through unde rs igne d couns e l, he re by provide s  Notice  of

A'l7 '\~
Te s timonie s  Thoma s  J . Boura ssa  re ga rding the  Wa te r Divis ion, the  S e we rFiling  of the

1 2

1 3

Divis ion and Cost of Capita l, pursuant to Procedura l Orders  da ted December 20, 2006.

Re spe ctfully submitte d this 1Q day of Februa ry 2007.
14

SALLQUIST, RUMMOND & O'CONNOR, P.C.
1 5

16

1 7

1 8

f /
By U 5 \ .

Richa rd L. S a llquis t
4500 S . Lakeshore  Drive , Suite  339
Te mpe , AZ 85282
Attorne ys  for Utility S ource , L.L.C .
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19 Origina l and ten copie s  of the  foregoing
file d  th is  iffy o f Fe b ru a ry 2 0 0 7 ,
with :
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Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington
P h o c n ixfrn z  n o  5 0 0 7
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24

36100.00000,174



1
A copy of the  fore going file d

2 this day of Februa ry, 2007, to:X

3

4

He a ring Divis ion
Arizona  Corpora tion Commiss ion
400 W. Congress
Tucson, Arizona  85701

5

6

7

Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoe nix, Arizona  85007

8

9

Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoe nix, Arizona  85007

1 0

11

1 2

Ponde rosa  Fire  Dis trict
c/o S ta rr Lamphere , Boa rd Cha irman
P ,O. Box 16359
Be lle mont, Arizona  86015

1 3

14

Da vid Hite s ma n
4661 N Be lle Mont
Be lle mont, Arizona  86015

1 5

Arizona  86015

1 7

Dennis  Jones
11573 W Cove  Crest

16 Be lle mont,

,f

1 8
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BEFORE THE ARIZONA CORPORATION COMMISSION

8

9
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DOCKET NO: WS-04235A-06-0303

11

IN THE MATTER OF THE
APPLICATION OF UTILITY
SOURCE, L.L.C. - WATER
DIVISION. AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES FOR UTILITY SERVICE
BASED THEREON

12

13

14

16

19

20
REBUTTAL TESTIMONY OF

THOMAS J. BOURASSA

WATER DIVISION
22

24

36100.00000_175



1.

Q -

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

Ye s , my dire ct te s timony wa s  submitte d in support of the  initia l a pplica tion in this

docke t by Utility S ource , L.L.C. - Wa te r Divis ion ("US LLC" or "Compa ny").

Q, WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY?

I will p rovide  re bu tta l te s timony in  re s pons e  to  the  d ire c t filings  by Arizona

Corpora tion Commiss ion Utilitie s  Divis ion S ta ff ("S ta ff") with re spe ct to ra te  ba se ,

revenues  and expenses , and ra te  des ign. My re butta l te s timony on the  cos t of

capita l can be found under separate  cover.

Q- WHAT IS THE REVENUE INCREASE THAT THE COMPANY IS

PROPOSING IN THIS REBUTTAL TESTIMONY?

The  Compa ny is  propos ing  a  to ta l re ve nue  re quire me nt of $382,187, which

constitutes  an increase  in revenues of $291,420, or 321 .06% over adjusted test year

revenues .

HOW DOES THIS COMPARE WITH THE COMPANY'S DIRECT

FILING?

In  the  d ire c t filing , the  Compa ny re que s te d  a  to ta l re ve nue  re qu ire me n t o f

$575,573, an increase  in revenues of $401,245, or 230.17%.

WHY IS THE REQUESTED REVENUE INCREASE HIGHER IN THE

COMPANY'S REBUTTAL FILING?
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A.

A.

A.

A.

A.

A. As  a  pe rce nta ge  it is  highe r, but in dolla rs  it is  le s s  tha n tha t propos e d in the

Compa ny's  dire ct filing. The  Compa ny's  re butta l filing re fle cts  the  a doption of a



numbe r of ra te  ba s e  a nd ope ra ting e xpe ns e  a djus tme nts  re comme nde d by S ta ff.

Orig ina l Cos t Ra te  Ba s e  ("OCRB") a nd  Fa ir Va lue  Ra te  Ba s e  ("FVRB") a re

re duce d by $1,025,721 from the  dire ct filing. The  a djus te d te s t ye a r le ve l of

opera ting expense  has  been reduced by $84,490 compared to the  Company's  direct

adjusted tes t year level of opera ting expense .

Th e  mo s t n o ta b le  c h a n g e  fro m th e  C o mp a n y's  d ire c t t ilin g  is  th e

Compa ny's  e limina tion of pro forma  re ve nue  of $83,560 from a djus te d te s t ye a r

revenues  and $277,740 from proposed revenue . As  you will re ca ll, the  Compa ny

propos e d to include  in a djus te d te s t ye a r re ve nue s  a nd propos e d re ve nue s  the

inclus ion of re ve nue s  from pote ntia l future  growth of 350 cus tome rs  in orde r to

minimize  the  impa ct on ra te s . S e e  Dire ct Te s timony of Thoma s  J . Boura s s a

("Boura s s a  DT") a t ll. Howe ve r, the  Compa ny ha s  a dopte d S ta ff's  propos a l to

remove  plant from ra te  base  which is  necessa ry to se rve  the  potentia l future  growth

of 350 cus tome rs . The re  is  subs ta ntia l risk to the  Compa ny including re ve nue s

from pote ntia l future  growth. S ta ff re cognize s  the  ris k to the  Compa ny. S e e

Dire ct Te s timony of J e ffe ry M. Michlik ("Michlik DT") a t 12. This  growth ma y

not ma te ria lize  for s e ve ra l ye a rs  e s pe cia lly give n tha t the  hous ing s e ctor ha s

expe rienced a  s ignificant downturn in the  pa s t yea r or so. By excluding plant from

ra te  ba s e  which is  ne ce s s a ry to s e rve  future  growth, the  ris k to the  Compa ny is

gre a tly ma gnifie d a nd which the  Compa ny is  not willing to a cce pt. If S ta ff is  not

going to a cknowle dge  thos e  pla nt a dditions , the  cus tome rs  to be  s e rve d by tha t

pla nt mus t a lso be  excluded.
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Q- P LE AS E  S UMMAR IZE  T HE  P R O P O S E D R E VE NUE  R E Q UIR E ME NT S

AND R ATE  INC R E AS E S  F O R T HE  C O MP ANY AND S TAF F  AT THIS

S TAGE OF THE P ROCEEDING?

A. The  propos e d re ve nue  re quire me nts  a nd propos e d ra te  incre a s e s  a re  a s  follows  :



Revenue Requirement Revenue Inch. % Increase

Compa ny-Dire ct $575,955 $401 ,245 230. 17%

S ta ff $367,449 $193,122 110.78%

Company Rebutta l $382, 187 $291 ,420 321 .06%

WHY IS STAFF'S REVENUE REQUIREMENT AND RECOMMENDED

INCREASE LOWER RELATIVE TO USLLC?

The  diffe re nce  in the  re ve nue  re quire me nt be twe e n S ta ff a nd the  Compa ny of

$15,833 is  primarily due  to a  diffe rence  in each of the  pa rty's  recommended cos t of

capita l. The  diffe re nce  in the  re ve nue  incre a s e  tha t is  re quire d to a chie ve  the

re s pe c tive  pa rty's  re ve nue  re qu ire me nt is  p rima rily due  to  the  fa c t tha t the

Company no longe r proposes  to include  pro forma  revenues  from future  cus tomer

growth while  S ta ff doe s .

THE COMPANY IS STILL SEEKING A SUBSTANTIAL INCREASE IN

ITS RATES IN THIS PROCEEDING?

Yes , and it rema ins  primarily plant inves tment driven. USLLC has  inves ted nea rly

$2.3 million of dolla rs  in  its  wa te r utility pla nt to  s e rve  ra te pa ye rs  in  the  pa s t

couple  of ye a rs  a nd it is  e ntitle d to- a  re turn on a nd of the  fa ir va lue  of tha t utility

pla nt.
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11.

Q -

RATE BAS E.

WO ULD YO U P LE AS E  IDE NTIF Y THE  P AR TIE S '  R E S P E C TIVE  R ATE

B AS E R EC O MMENDATIO NS ?

A.

A.

A. The ra te  bases proposed by a ll parties  in the  case  are  as  follows:

OCRB F VRB

3 3,079,513 $ 3,079,513

33 2,048,228 39 2,048,228

s  2,053,792 $ 2,053,792

Compa ny-Dire ct

S ta ff

Company Rebutta l



Q. TO WHAT DO YOU ATTRIBUTE THE DECREASE IN RATE BASE

FROM THE DIRECT FILING TO THE REBUTTAL FILING?

The  Company has  accepted Sta ff" s  adjus tments  to reduce  plant-in-se rvice  tota ling

$961,228. The  Compa ny ha s  a ls o a cce pte d S ta ffs  a djus tme nt to a ccumula te d

deprecia tion of $68,927 as  a  result of the  decrease  to plant-in~service  and a  change

to the  ye a r in  which pla nt wa s  pla ce d into s e rvice . Fina lly, the  Compa ny's

proposed cash working capita l a llowance  has  been reduced by $12,259 to zero.

The  Compa ny is  now in a gre e me nt with S ta ff on the  ba la nce  of pla nt-in-

s e rvice , a ccumula te d de pre cia tion, a nd working ca pita l. As  I will e xpla in la te r in

my te s timony, the  Compa ny is  a ls o in a gre e me nt with S ta ff on the  ba la nce  of

CIAC, but disa gre e s  with S ta ffs  le ve l of a ccumula te d a mortiza tion.

Q-

A. Plant-in-Service.

PLEASE EXLAIN THE COMPANY'S REBUTTAL ADJUSTMENTS TO

PLANT-IN-SERVICE.

B-2 re butta l a d jus tme nt numbe r 1  re fle c ts  a  de cre a s e  to  p la n t-in -s e rvice  of

$961,229. The  Compa ny ha s  a cce pte d a nd the  a djus tme nt ma tche s  S ta ff" s

proposed adjus tment. S e e  Michlik DT a t 3. As  a  re s ult of this  a djus tme nt the

ba lance  of plant-in-se rvice  included in ra te  ba se  for the  Company and S ta ff is  the

s a m e .

Q- WHAT  DO E S  T HE  $ 9 6 1 , 2 2 9  ADJ US T ME NT  T O  P LANT -IN-S E R VIC E

CONS IS T OF?
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A.

A.

A. There are a number of plant costs which Staff found to be misclassified or doubled

counted. The net of these costs is $224,646. The Company has reviewed Staff' s

adjustments related to these costs and has adopted Staff' s proposed adjustments .

The balance of the costs, or $736,583, is related to Deep Well #4. Staff

found this well was not used and useful. Id. at 7. The well is functional and is



being used to conduct certain ADWR required tests, but it is not interconnected to

the system. Therefore, the Company does not disagree with Staff. However, Deep

Well #4 is necessary to serve the future growth of the 350 customers. As I

previously testified, because this plant has been excluded from rate base at this

time, the Company is no longer proposing pro forma revenues for future growth in

the determination of the revenue requirement and rate increase.

Q.

B. Accumulated Depreciation.

PLEASE EXPLAIN THE COMPANY'S REBUTTAL ADJUSTMENT TO

ACCUMULATED DEPRECIATION?

B-2 rebuttal adjustment number 2 reflects the increase to accumulated depreciation

for $68,927. This adjustment reflects the decrease to plant-in-service,

reclassifications of plant, and an acceptance of 2004 rather than 2005 as the in

service date for all plant. The Company's adjustment matches that proposed by

Staff. Id. at 9.

Q.

C. Advance-in-Aid of Construction ("AIAC").

HAVE YOU MADE A REBUTTAL ADJUSTMENT CONCERNING

ADVANCES-IN-AID OF CONSTRUCTION?

Yes. The Company has accepted Staffs proposal to reclassify AIAC to CIAC. Id

at 10. B-2 rebuttal adjustment number 3 reflects this adjustment. Staff and the

Company agree on the adjusted balance of AIAC of zero and CIAC of $294,745 .

Q.

D. Accumulated Amortization of CIAC.

PLEASE EXPLAIN THE COMPANY'S REBUTTAL ADJUSTMENT TO

ACCUMULATED AMORTIZATION?
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A.

A.

A. As I testified, the Company has accepted Staff's proposal to reclassify AIAC to

CIAC. Staff does propose to increase accumulated amortization, but Staff" s

computation only includes one full year of amortization of $11,129. This is



incons is tent with an a s sumption tha t a ll plant was  placed in s e rvice  in 2004.

Accordingly, the Company's computation is based on amortization starting in 2004

and thus includes 2 years of amortization (using % year convention). B-2 rebuttal

a djus tme nt 4 re fle cts  the  Compa ny's  propos e d a djus tme nt to a ccumula te d

amortization of $16,694.

Q-

E. Wo rking  Ca p ita l.

H A VE  YO U  MA D E  A  R E B U T T A L  A D J U S T ME N T C O NC E R NING

WO R KING  C AP ITAL?

Yes . While  the  Company does  not agree  with S ta ffs  ra tiona le  tha t Cla ss  A, B, and

C utilitie s  s hould not be  a llowe d to us e  the  formula  me thod a nd ins te a d mus t

pre pa re  le a d-la g  s tudie s  to  re que s t working ca pita l, it ha s  a cce pte d  S ta ff' s

a djus tme nt to e limina te  is sue s  be twe e n the  pa rtie s . Id a t ll. Re butta l Sche dule  B-

2 adjus tment number 5 reduces  working capita l to zero.

Q- WHY DO  YO U DIS AG REE WITH S TAF F ' S  RATIO NALE?

No method of computing working capital, including a  lead-lag s tudy, is  precisely

correct. The purpose of any working capital computation is to produce an amount

of working capita l a llowance  tha t is  reasonable  and the  cos t of the  ca lcula tion

should not exceed the  benefits . This  is  true  regardless  of the  s ize  of the  utility.

Lead-lag s tudies  are  costly to prepare and disagreement between the parties  is

common which in turn exacerbates rate case expense further. In my experience the

costs  to prepare and defend lead-lag studies can increase rate case expense by

$10,000 to $15,000 or more. The costs of lead-lag studies generally far exceed the

benefits. The formula method is simple and can readily be adjusted for the effects
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A.

A.

of pro forma  adjus tments .

Th e  fo rmu la  me th o d  h a s  b e e n

commis s ions  including this  Commis s ion. E t .

re cognize d by nume rous  re gula tory

Pine  Water Company (A.C.C.
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De cis ion 67166, Augus t 10, 2004) a nd Rio Rico Utilitie s , Inc. (A.C.C. De cis ion

67279, October 5, 2004). In both of these  cases , Sta ff recommended cash working

capita l a llowances  ba sed on the  formula  me thod. See  Direct Tes timony of Dennis

Roge rs , pa ge  13 , Docke t No. S W-02676A-03-434 , a nd  Dire c t Te s timony of

Cla udio Fe rna nde z, pa ge  10, Docke t No. W-03512A-03-0279. Jus t two months

ago, the  Commiss ion approved a  negative working ca pita l a llowa nce  (a  de duction

from ra te  ba se  re sulting in lower revenue ) for Black Mounta in Sewer Corpora tion.

Se e  De cis ion No. 69164 (De ce mbe r 5, 2006) a t 6-7 without a  le a d-la g s tudy. In

tha t ca s e , one  of the  pa rtie s  ha d propos e d ne ga tive  working ca pita l ba s e d on a

qua s i-formula /le a d-Ia g me thod, which the  Commis s ion re cognize d wa s  not a s

accurate  as  a  lead-lag study. Id .

Based on my involvement in numerous  ra te  proceedings  in the  recent pa s t,

it a ppe a rs  tha t S ta ff ha s  a dopte d a  'b la ck le tte r policy' of oppos ing a ny ca s h

working capita l a llowance  unless  accompanied by a  lead-lag s tudy. This  'bla ck

le tte r policy', which a pplie s  to a ll Cla s s  C a nd a bove  utilitie s , is  inte re s ting give n

Sta ff' s  oft-cited mantra  tha t ca se s  should be  decided on a  ca se -by-ca se  ba s is . A

black le tte r policy such as  this  one  seems  to me  to be  both contradictory to Sta ff' s

a pproa ch to ra te  ma king a nd a rbitra ry. The  Commiss ion rule s  do contempla te

the  us e  of the  formula  me thod. S e e  Arizona  Adminis tra tive  Code  14-2-103.

S che du le  B-5 ,  fo r e xa mple ,  e xp lic itly p rovide s  fo r the  fo rmula  me thod  fo r

computing working ca pita l. Furthe r, it is  re quire d to be  file d by a ll cla s s  C a nd

a bove  utilitie s . Id



111.

Q-

INCOME STATEMENT.

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

ADJUSTMENTS TO REVENUES AND EXPENSES AND IDENTIFY ANY

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF?

Yes. The Company rebuttal adjustments are detailed on Rebuttal Schedule C-2,

pages 1-8. The rebuttal income statement with adjustments is shown on Rebuttal

Schedule C-l, pages 1-2.

Rebuttal adjustment l annualized depreciation expense taking into account

the changes to plant-in-service and contributions-in-aid of construction, as

discussed above.

Rebuttal adjustment number 3 reduces property tax expense and reflects the

rebuttal proposed revenues. The Company and Staff are in agreement on the

method of computing property taxes. This method utilized the ADOR formula and

inputs two years of adjusted revenues plus one year of proposed revenues. I

computed the property taxes based on the Company's proposed revenues, and then

used the property tax rate that was used in the direct tiling. The difference between

Staff and the Company on the proposed level of property taxes is due to differences

in the party's respective proposed revenue

Rebuttal adjustment number 3 removes pro forma revenues related to future

growth of 350 customers from the adjusted test year revenues. As discussed above,

plant necessary to serve these customers has been excluded from rate base and

accordingly the Company has removed the revenues .
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A.

Q. PLEASE COMMENT ON MR. MICHLIK'S TESTIMONY ON PAGE 12

AND 16 THROUGH 17 REGARDING THE REASONS WHY STAFF

AGREED WITH THE COMPANY'S DIRECT FILING PROPOSAL TO

INCLUDE PRO FORMA REVENUES?



Mr. Michlik's  comme nts  cha ra cte rize  S ta ff' s  a cce pta nce  of the  Compa ny's  dire ct

proposa l to include  projected revenues  from potentia l cus tomer growth a s  jus tified

in  orde r to  furthe r pe na lize  the  Compa ny for pre vious ly ope ra ting  without a

CC&N. Spe cifica lly, he  s ta te s  "...S ta ff fe e ls  tha t the  ra te  pa ye r should not pa y for

the  Compa ny's  mis ta ke s ." Se e  Michlik DT a t 12. The  ra te  pa ye r ha s  not a nd will

not pa y for the  Compa ny initia l fa ilure  to obta in a  CC&N. In fa ct, the  Compa ny

ha s  pa id a  s ubs ta ntia l fine  for this  mis ta ke . Se e  De cis ion 67446 a t 19. As  pa rt of

the  Compa ny's  complia nce  with the  Commis s ion's  prior de cis ion, the  Compa ny

promptly notifie d its  cus tome rs  of the  pote ntia l for a  subs ta ntia l ra te  incre a se  a nd

has  filed the  ins tant ra te  applica tion. Id. a t 24.

Report.

'penalize' the Company.

The Company is in regulatory compliance with the Arizona Corporation

Commission ("ACC"), Arizona Department of Environmental Quality ("ADEQ"),

and the Arizona Department of Revenue ("ADOR"). See Staff Engineering

Put simply, there is no factual, legal, or equitable basis to further

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

21

2 2

2 3

2 4

2 5

2 6

Q- W A S  T H E C O MP ANY' S P R O P O S AL  T O INC LUDE P ROJ ECTED

R E VE NUE S UNUS UAL?

A.

A. Yes, and I stated so. See Bourassa DT at 11. I rarely recommend the approach

because of the risk to the Company and the potential to create a serious mismatch

between rate base and revenues and expenses. While it is unusual, there is

precedent. In the Arizona-American case (Decision 67093, June 30, 2004), for

example, pro forma revenues were included in the adjusted test year revenues for

the Anthem Water and Wastewater Districts as a means of minimizing the impact

on rates. This was a proposal made by the Arizona-American and accepted by

Staff. The pro forma revenue consisted of payments in lieu of revenues from Del

Webb which were scheduled to be made 3-5 years subsequent to the end of the test



ye a r. Se e  Dire ct Te s timony of Thoma s  J . Boura s s a  Docke t No. WS-01303A-02-

0870 a t 17-19. Putting this  a s ide , the  Compa ny's  initia l propos a l in the  ins ta nt

ca se  was  not because  of a  de s ire  by the  Company to impose  a  'punishment' upon

its e lf. S ta ff s  comme nts  re in fo rce  the  o ld  a da ge  tha t 'no  good  de e d  goe s

unpunished' .

Q- DO YOU BELIEVE THE COMMISSION CAN UNILATERALLY IMPOSE

A REQUIREMENT TO INCLUDE P ROJ ECTED REVENUES  IN THE

DETERMINATION OF THE REVENUE REQUIREMENT AND

REQUIRED RATE INCREASE?

I a m not a n a ttorne y, but in my profe s s iona l opinion the  a ns we r is  'no'. I be lie ve

tha t such a  proposa l would viola te  the  Arizona  cons titutiona l requirement tha t the

Commiss ion mus t provide  a  fa ir re turn on the  fa ir va lue  of the  prope rty devoted to

public s e rvice . A fa ir re turn a ls o me a ns  utilitie s  mus t be  give n a  re a s ona ble

opportunity to  e a rn  a  fa ir re turn . The  ra te  ma king re a s ons  include  the  ba s ic

principle s  of 'known and measurable ' and the  'ma tching principle '.

Putting this  as ide , as  I tes tified earlie r, because  a  substantia l amount of plant

inve s tme nt ha s  be e n e xclude d from ra te  ba se  which is  ne ce s sa ry to s e rve  future

growth, the  Company has  withdrawn its  proposa l to include  pro forma revenues .

Q- P LEAS E C O NTINUE.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. Rebutta l adjus tment 4 decrea se s  chemica ls  expense  for $530. S ta ff proposed to

remove  the  cos ts  for dye  from chemica ls  expense . Id. a t 12. The  Company agrees .

Re butta l a djus tme nt 5 re duce s  outs ide  s e rvice s  e xpe ns e  by $8,202. S ta ff

proposed to remove  the  cos ts  for a  tra ffic s tudy of $2,622 and for ra te  case  re la ted

expenses  of $5,580. Id a t 13. The  Company agrees  with S ta ff tha t the  cos ts  of the

tra ffic s tudy a re  not ne ce s s a ry e xpe ns e  of the  utility. The  Compa ny a ls o a gre e s

with Sta ff tha t the  ra te  case  re la ted expenses  a re  a lready covered by the  reques ted

A.

_10_



rate  case expense in the instant case.

Re butta l a djus tme nt 6 re duce s  wa te r te s ting e xpe ns e  by $6,107. The

Company agrees  with Sta ff proposed leve l of wa te r te s ting expense  which is  based

on the  S ta ff Enginee ring Report. Id. a t 13.

Re butta l a djus tme nt 7 re duce s  misce lla ne ous  e xpe nse  by $20,500. S ta ff

propos e d to re move  the  cos ts  for a  fine  impos e d by this  Commis s ion of $20,000

a nd for cos ts  re la te d  to  a  CC&N e xte ns ion of $500. Id . a t 13 . The  Compa ny

a gre e s  with S ta ff tha t the  line  s hould not be  pa id by ra te  pa ye rs  a nd it is  not a

re curring e xpe ns e . The  Compa ny a ls o a gre e s  with S ta ff tha t the C C &N re la ted

costs  not a  recurring cos t of se rvice .

Q- WOULD YOU PLEASE IDENTIFY AND DISCUSS ANY REVENUE AND

EXPENSE ADJUSTMENTS PROPOSED BY STAFF WHICH THE

COMPANY DISAGREES?

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

A. Aga in, the  mos t notable  diffe rence  be tween Sta ff and the  Company with re spect to

the  a djus te d te s t ye a r re ve nue s  is  the  pro forma  re ve nue s  from future  cus tome r

growth of 350 cus tomers . The  Company now excludes  the se  revenues  while  S ta ff

includes  them. I have  previous ly discussed the  reasons  for the  Company's  change

in pos ition on the  pro forma revenues  and will not repea t them here .

The  Compa ny's  le ve l of ope ra ting e xpe nse s  is  $166,539 while  the  le ve l of

ope ra ting e xpe ns e  for S ta ff is  $170,819. The  diffe re nce  be twe e n the  Compa ny's

and Sta ff" s  leve ls  of ope ra ting expenses  is  due  to a  diffe rence  in leve l of prope rty

taxes  proposed by the  pa rtie s . As  I pre vious ly te s tifie d, both the  Compa ny a nd

Sta ff a re  in agreement on the  me thod of computing prope rty taxe s . Howeve r, The

Compa ny's  propos e d le ve l of prope rty ta xe s  is  lowe r be ca us e  the  Compa ny

employs  lower revenue  components  in its  computa tion of property taxes .

-11_



Iv.

Q~

RATE DESIGN.

DOES THE COMPANY RECOMMEND ANY CHANGES AT THIS STAGE

OF THE PROCEEDING TO ITS RATE DESIGN?

Yes. As you will recall, in the Company's direct filing, the Company's proposed

rate design did not alter the current rate design as approved in Decision 67466.

The current design includes an inverted three tier design for residential meters only .

The break-over points for residential meters are the same regardless of meter size.

Commercial, multi-family and mobile home customers under the current design

have flat rate of $2.97 per 1,000 gallons for all gallons.

The Company continues to propose an inverted three tier design for the 5/8

inch and % inch meters. For l inch and larger meters, the Company now proposes

a two tier design. The 1 inch and larger meters break over points are scaled on the

flow of a 5/8 inch meter. In addition, the Company now proposes an inverted tier

design for the commercial, mobile home, multi-family, and irrigation customer

classes. Thus, all customer classes are subject to an inverted tier design with the

exception of construction water and standpipe water service.

Q. PLEASE SUMMARIZE THE POSITIONS OF THE PARTIES WITH

RESPECT TO THE R.ATE DESIGN.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Both Staff and the Company propose the same monthly minimum for 5/8 inch and

% inch meters. Larger meter monthly minimums are scaled on the meter flows

relative to a 5/8 inch meter flow.

With the changes to the Company's proposed rate design at this stage of the

proceeding, both Staff and the Company propose an inverted three tier design for

the 5/8 inch and % inch metered customers (residential, commercial, multi-family,

and mobile home) and an inverted two tier design for 1 inch and larger meters

(residential, commercial, multi-family, and mobile home). However, under Staff" s

A.

A.

_12-



propos e d ra te  de s ign, the  irriga tion cla s s  of cus tome rs  ha s  a  fla t ra te  de s ign,

whereas  the  Company proposes  tha t the  irriga tion cla ss  of cus tomer a lso have  an

inve rted tie r de s ign cons is tent with the  othe r cus tomer cla s se s . In addition, unde r

Sta ffs  proposed ra te  des ign, the  l inch and la rger mete rs  have  the  same break-over

points  rega rdless  ofmeter s ize . The  break-over point in Sta ff' s  des ign is  se t on the

5/8 inch me te r's  highe s t tie r a nd is  not s ca le d to re fle ct the  highe r pote ntia l flows

of the  la rge r me te rs . As  a  re s ult, the  l inch a nd la rge r me te rs  cus tome rs  pa y

disproportiona te ly higher incrementa l cos t pe r 1,000 ga llons  of wa te r under Sta ff" s

des ign. In contra s t, the  Company's  proposed ra te  des ign has  dis tinct break-ove r

points  for e a ch me te r s ize . The s e  bre a k-ove r points  a re  s ca le d on re la tive  me te r

flows  compared to the  5/8 inch me te r flow.

Q. DO YOU AGREE THAT THE % INCH METERS SHOULD HAVE THE

SAME MONTHLY MINIMUM AS THE 5/8 INCH METERS?

A. Ordina rily no. The  % inch me te rs  should genera lly be  sca led on the  5/8 inch me te r

as  a re  the  other s ize  meters . The  % inch meters  have  a  higher potentia l demand on

the  wa te r sys tem due  to higher flow capacity and accordingly should have  a  higher

minimum cha rge . Howe ve r, s ince  the  Compa ny doe s  not ha ve  a ny 5/8  inch

mete red cus tomers  and does  not anticipa te  any in the  future , the re  is  no reason to

se t the  monthly minimums  diffe re ntly.

Q. DO  YO U HAVE  ANY C O MME NTS  O N THE  S TAF F  R .ATE  S C HE DULE

J MM-W1 6 ?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Ye s . I a m a  bit confus e d by S ta ff' s  s che dule . For the  % inch comme rcia l me te rs

a nd the  1 inch a nd la rge r re s ide ntia l a nd comme rcia l me te rs , S ta ff s che dule s

appears  to show tha t there  is  no charge  for the  firs t 4,000 ga llons . I be lieve  this  is  a

typographica l e rror.

A.

-13-



Further, the inch residential meters appear to have an inverted three tier

design while  the inch commercial have an inverted two tier design. I a m not

sure  if this  is  intentional or another typographical error. If Staffs  intent is  to have

the PA inch residential meters and the PA inch commercial meters on separate tier

s tructures , I would disagree with Staff. Unless there is  a  compelling reason for

different tier structures, the two should be on the same tier structure.

M

%

Q. DOES  A BREAK OVER P OINT OF 9,000 GALLONS  MAKE S ENS E FOR

THE 1 INCH METERS ?

No. The final break over point for the 5/8 inch meter is 9,000 gallons under Staff' s

proposed des ign. Based on re la tive  flow ra tes  to the  5/8 inch meter, the  logical

break ove r point on a  two-tie r s tructure  for the  for the  l inch me te r should be

22,500 gallons, not 9,000 gallons.

Q- DOES  S TAFF'S  DES IGN P ROVIDE FOR MORE OR LES S  REVENUE

S TABILIY THAN THE COMP ANY'S  RATE DES IGN?

Less. Unde r S ta ffs  ra te  de s ign, a  much highe r proportion of the  re ve nue

requirement is  generated from the  commodity charges . Less  revenue s tability

means more risk to the Company.

Q. WHAT ARE THE COMPANY'S  REBUTTAL PROPOSED RATES?

A. The  re butta l propos e d ra te s  for cus tome rs  (re s ide ntia l,

irrigation) with a water meter size of:

commercial, and

Meter
Size

Monthly
Minimum

Gallons included
in Monthly Minimum

5/8

3/4

0

0

0

0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

1

1 1/2

S 35.74

$ 35.74

EB 89.34

St 178.69

A.

A.
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$ 285.90

58 571.80

$ 893.43

$1,786.86

The  commodity cha rge s  a nd tie rs  by me te r s ize  a re
Me te r Charge

per 1,000 ga llons

5 9.605/8 a nd % Inch

$12.48

$16.22

1 Inch $12.48

1 % Inch

2 Inch

3 Inch

4 Inch

6 Inch

Tie r (ga llons )

1 to 4.000

4.001 to 12.000

Ove r 1 2 .0 0 0

1 to 30,000 (22,500 ? ? )

Ove r 30.000

1 to 60.000

Ove r 60.000

1 to 96.000

Ove r 9 6 .0 0 0

1 to 192.000

Ove r 192.000

1 to 300.000

Ove r 300.000

1 to 600.000

Ove r 600.000

$16.22

$12.48

$16.22

$12.48

$16.22

$12.48

$16.22

$12.48

$16.22

$12.48

$16.22

The  p ropos e d  cons truc tion  me te r a nd  s ta ndp ipe  ra te  is  $12 .48  pe r 1 ,000

ga llons  with  no  min imum month ly cha rge



ARE STAFF AND THE COMPANY AGREEMENT ON THE COMPANY'S

PROPUSED METER AND SERVICE LINE INSTALLATION CHARGES?

Yes .

ARE S T A F F  A N D  T H E  C O M P A N Y  I N  A GR E E M E N T  O N  T H E

COMPANY'S PROPOSED METER AND SERVICE LINE INSTALLATION

CHARGES?

Ye s .

DOES THAT CONCLUDE YOUR

REGARDING THE WATER APPLICATION?

REBUTTAL TESTIMONY

1

2

3 A.

4

5

6

7 A.

8

9

10 A.

1 1

12

13

14

15

16

1 7

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Yes .

Q.
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Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Reburial Schedule A-1
Page 1
Witness: Bourassa

Line
No .

Fair Value Rate Base $ 2,053,792

Adjusted Operating Income (75,772)

Current Rate of Return -3.69%

Required Operating Income $ 215,648

Required Rate of Return on Fair Value Rate Base 10.50%

Operating Income Deficiency $ 291,420

Gross Revenue Conversion Factor 1 .O000

Increase in Gross Revenue
Requirement $ 291,420

% Increase 321.06%

Customer
Classification
(Residential Commercial, Irrigation)

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

3/4 Inch Residential
1 1/2 Inch Commercial
2 Inch Commecrial

$ 76,792
2,397
3.868

$ 323,336
12,117
19,609

$ 246,544
9,720

15,741

321.05%
405.54%
406.94%

0.00%
313.61%Revenue Annuatization 6,121 25,317 19,196

Proforma Revenues 0.00%
0.00%

326,54°/1Subtotal $ 89,178 $ 380,379 $ 291,201

Other Water Revenues 1 ,657 1 ,657 0.00%
0.00%
0.00%

320.58%Total of Water Revenues (a) S 90,836 $ 382,037 $ 291,201

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

SUPPORTING scHEDuLEs;
Rebuttal B-1
Rebuttal C-1
Rebuttal C-3
Rebuttal H-1



Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Summary of Rate Base

Exhibit
Rebuttal Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Line
No,
1
2
3
4

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 2,459,235
127,392

$ 2,459,235
127,392

Net Utility Plant in Service $ 2,331,843 $ 2,331,843

Less:
Advances in Aid of

Construction
Contributions in Aid of
Construction

Accumulated Amortization of CIAC
294,745
(16,694)

294,745
(16,694)

Customer Meter Deposits
Deferred Income Taxes & Credits
Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Plus:
Unamortized Finance Charges
Material and Supplies Inventories
Prepayments
Allowance for Working Capital

Total Rate Base $ 2,053,792 $ 2,053,792

5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

SUPPORTING SCHEDULES:
Rebuttal B-2
Rebuttal B-5



utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Original Cost Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B-2
Page 1
Witness: Bourassa

Adjusted
at

End of
Test Year Adiustments

Rebuttal
Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 3,420,464 (961,229) $ 2,459,235

Less:
Accumulated
Depreciation 58,465 68,927 127,392

Net Utility Plant
in Service $ 3,361,999 $ (1,030,156) $ 2,331,843

Less:
Advances in Aid of
Construction 294,745 (294,745)

Contributions in Aid of
Construction (CIAC) 294,745 294,745

Acc um. Amortization of CIAC (16,694) (16,694)

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits

0

Plus:
Unamortized Finance Charges
Material and Supplies Inventories
Prepayments
Allowance for Working Capital 12,259 (12,259)

Total $ 3,079,513 $ (1.025,721> $ 2,053,792

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULES:
Rebuttal B-2, pages 2
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Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Computation of Working Capital

Exhibit
Rebuttal Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (t/24 of Purchased Water)

$ 6,329
1,512

Total Working Capital Allowance Rebuttal $ 7,842

$

$ 12,259

Total Working Capital Allowance Requested

Working Capital per Direct Filing

Increase (Decrease) in Working Capital $ (12,259)

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal B-1



Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Income Statement

Exhibit
Rebuttal Schedule C-1
Page 1
Witness: Bourassa

Adjusted
Book

Results Adiustments

Rebuttal
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Metered W ater Revenues
Unmetered W ater Revenues
Other W ater Revenues

$ 172,670 $ (83,560) $ 89,110 $ 291,420 $ 380,530

$
1 ,657

174,328 $ (83,560) $
1 ,657

90,768 as 291,420 $
1 ,657

382,187

Operating Expenses
$ $ $

36,292
530

8,747
4,292

20,630
8,553

(530)
36,292

0
8,747
4,292

12,428
2.446

36,292
0

8,747
4,292

12,428
2,446

(8,202)
(6,107)

R a 12,500
30,722

116,931

12,500
10,222
73,799

12,500
10,222
73,799

(20,500)
(43,132)

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Regulatory Commission Expense
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

13,026 (7,214) 5.813 5,813

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

$
$

252,224 $
(77,896) $

(85,685) $
2,125 $

166,539 $
(75,772) $ 291,420

$
$

166,539
215,648

Total Other Income (Expense)
Net Profit (Loss)

$
$

- $
(77,896) $ 2,125

$
$

.. $
(75,772) $ 291,420 215,648

$
$

Line

M ;
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41

SUPPORTING SCHEDULES:
Rebuttal C-1, Page 2
Rebuttal c-2

RECAP SCHEDULES:
Rebuttal A-1



O
2 8
8 8Q
. c 3
Q C
go M
- as

:: 8 N on
Q 3 an m
.oz .Q UP Ex GJ cu §
LIJ oz D..

ac*
I

T J
as 8mum
n.'"°'00:'5
31 5

'o GJ GJ
2 To' 8
an M an
3 5...--.1: u

' U 8-' c
< § -

- 'cs
£5 as 2

3 tN
.cm as

'5 no :1
d) 9nr 4 at

O

he

om
*Qoofco

89 ea

o

Q
(\ |

v -
G )
Cal

1-
m
of

1-- 1*-
Lf) no

I (D

! " CQ
of
of>

| - no
ID LD

I (D l""-
we* 2

o>

ea

m
N

o
N

ea wee

6999

N
'  <4

1-
m
C\I

I I I I

I I

was

of
'Q| co
In
N

/"\
N
l"

| r-
LO
I *

_v

aN| -<r
\ "
cm
IN

UP
LU
_.I
3
Q
u.l

3 7
<r

CD.-
4 8
8 4Loa:
(in:

89 ea he 6989 wen

I

1"\
c a
c a

l0_
o
N*-I

ac:
1.o_LrJ_

1

cao| Mn
oN

h-

cm

8 GJ
m i nc c
3 (D
8; ><

. 9 Lu
E go)

r'C"|-
Q c:>

I

|*-
o
w-
(D

1" v."
co co-.»

(19 go

I 1-
(CI

go
" c:

"Jo

3 |-
-a-1 .
m
w

U

was 6969

:

/".
N
ca
¢̀ \2_
ofW-f

f"4
C\IC\I
n_cal.
*goo

Cal
OI on
of

In

<08
3.9
3 3q)00J

vo wee saw

|

Eu..
O
c*>
LO~_/

!"\

mooIOLD
o
m

| Lm

</

2 as
8 in

C
E as
GJ
.c 6O

he 9969 me a
oco1 In

cs
co

I Lm

/ "4
D
(D
1D_
c*>
8

ca
co
Lf)_
C")
o f

pp'

of*Oni

co'
8

c-'a

Eq)3 ea

3 .E
> cm
GJ :
gg-u

<c
69 as was

I

Rx
-<1
v'

r-

#"-
*T <1-
¢"~ 1-
N Cal

ts; r-

93619

q
| cu

l*-

N €8GJ

8%b-

9 0

58
D~;8\--m¢,--
*Es' E<-i§2

o ! !-ow

g t ;
3'"§wg-
EE34:

|-

ea Gaea

I

go*
m

cm
-4-\-

N
m m

com
-=r~=r

cw
of

l 1-
m
-q1-

Q as
* Ia
.cu c
u ax
8 xQ.GJ u.l
D a> wee

r-
2
UJAA 'um
E.I"52:mmE§.=.= 8
833 Qc:
a
-=r

|*- m
LO N

| co_ of_
1- Q

1*
1" T*

o
r--
¢.D_
Cal
r-

I
N Q r-- Cal o ca
m of: Q m m LT

I N 9-D 1~- N co LT
(D no  q  o  o f
m N

I 1 I

D  N (D
ca Cal 00 N

I ID r-- U) 4 O
N Q CD ofr' £9 t" 1-

p

go he

-nr no
N G)

| N of
N I*
Lo I*-

I I I I

CO
m

| on
r-
r--*-v

ea as E B wee £989

u:
; ""' C

8 8' 3 g .3 fv 8
CDcu o E .Q u m

988 o

£ - 3 8 8
5-l5ncg8:

E .828385
Iilml-I-ll-8

¢""
w
cm

as
CL
x

u.l
-.-v

<75
Lu
_I
3
a
LU

O
(D
<9

E w*i -a c  o

O _kg4  . .
g-, 8

q)
w a :

~»3

883343

ala?
F32322;=2g..§833

3 8

5 2§& 338 8m : o
cu: _ o 8ala _Eu 3 ' 8 g v

W.. up°><533 E 53:33 ¢§88¢§§
w~882Sgwg 1'888E2%5 l-E£&E8l§Qv»vI"""Sg<nm|- °::°-'!'tS0~E`0°°'87»'~5'e7»'-'-'=.gmm.E._ I°\.83-880-286,Ea.:¢8\.2».
95§§°§88%56sa9§%§88°E223e3§8§88¢003¢ ssm2n»¢55&gsoso
o l900

G)
E ___
o Sn
o al
E  o
3-J.
=r.:-
o  E-m8 Ho  o

Eu .o cm calc~f:~\:rLr>cor-uoo>c:: no':»-=l-u'>cr.>r--ooo:::» c-1c~'>-¢m¢or~-8Z|-8|d)d'LD(Dt*-GSU)̀ ....:̀ -̀ -̀ -,..̀ -̀ ..̀ -,-¢\|¢_\_I;\||N¢\|¢q¢|(\|(~,|;\|gvjgv)¢r)gv);q 9-3;rg;urI



Utility Source, L,L.C. - Water Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses

Exhibit
Rebuttal Schedule C-2
Page 1
Witness: Bourassa

1
Depreciation

Exgenge

Adiustments to Revenues and Expenses

Z 3 5
Property Proforma Chemicals

Taxes Revenue Adjustment Expense
(83,560)

Q
Outside Services

Expense

Q
Water Testing

Expense Subtotal
(83,560)Revenues

Expenses (43,132) (7,214) (530) (8,202) (6,107) (65,185)

Operating
Income 43,132 7,214 (83,560) 530 8.202 8.107 (1B_375)

Interest
Expense

Other
Income /
Expense

Net Income 43,132 7,214 (83,560) 530 8,202 8,107 (18,375)

7
Miscellaneous

Expense

Adiuslments to Revenues and Expenses

Q g 1 9
intentionally intentionally Intentionally
Left Blank Left Blank Left Blank

L
intentionally
Left Blank

LE
intentionally
Left Blank Subtotal

(83,560)Revenues

Expenses (20,500) (85,685)

Operating
Income 20,500 2,125

Interest
Expense

Other
Income /
Expense

Net Income 20,500 2,125

35.
intentionally
Left Blank

Adjustments to Revenues and Expenses

i i l a
Intentionally Intentionally
Left Blank Left Blank

L
Intentionally
Left Blank

1 1
intentionally
Left Blank

1_8
Intentionally

Left Blank Tong
(83,560)Revenues

Expenses (B5,685)

Operating
Income 2,125

interest
Expense

Other
Income I
Expense

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16

17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
38

37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56 Ne( Income 2,125



Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses
Adjustment #1

Exhibit
Rebuttal Schedule C-2
Page 2
Witness: Bourassa

Direct
Adjusted

Original Cost

From
B-2 Adj. #1

Plant

From
B-2 Adj. #3

CIAC

Rebuttal
Adjusted

Oriqinal Cost
Depreciation

Expense

210.000
109,250 (36,253)

210.000
72,997 2.431

2,233,883 (898,645) 1 ,335,238 44,453

(2,783)
87,400

161,494
5.487

345,000
147,200
86,250

(23,548)

87,400
158,711

5,487
321,452
147,200
86,250

4,370
19,839

183
7.136
z.944
2,872

Account

N &
301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
335
339
340
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Semites
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

34.500 34,500

Proposed
Rates

0.00%
0.00%
0.00%
3.33%
250%
2.50%
333%
6.67%
2.00%
5.00%

12.50%
3.33%
2.22%
2.00%
3.33%
8.33%
200%
6.67%
6.67%
667%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

690

TOTALS s 3,420,464 $ (961,229) $ $ 2,459,235 $ 84,928

$ $ 294,745 $ 294,745
Composite
3.776% $ (11,129)

$ $ $ 294,745 $ 294,745 $ (11,129)

$ 73,799
116,931

$ (43,132)

Line

MQ
1 Depreciation Expense
2
3
4
5
6
7
a
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
63
64 Less: Amortization of Contributions - Balance End of W
65
66
67
68 Adjusted Test Year Depreciation Expense Rebuttal Filing
69 Adjusted Test Year Depreciation Expense Direct Filing
70
71 Increase (decrease) in Depreciation Expense
72
73 Adjustment to Revenues and/or Expenses $ (43,132)
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Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Computation of Gross Revenue Conversion Factor

Exhibit
Rebuttal Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
0.00%

State Income Taxes 0.00%

Other Taxes and Expenses 0.00%

Total Tax Percentage 0.00%

Operating Income % = 100% - Tax Percentage 100.00%

Gross Revenue Conversion Factor1

Operating Income % 1.0000

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal A-t
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1.

Q -

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

Q. HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

Yes, my direct testimony was submitted in support of the initial application in this

docket by Utility Source, L.L.C. - Sewer Division ("USLLC" or "Company").

WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY?

I will provide rebuttal testimony in response to the direct filings by Arizona

Corporation Commission Utilities Division Staff ("Staff") with respect to rate base,

revenues and expenses, and rate design. My rebuttal testimony on the cost of

capital can be found under separate cover.

Q. WHAT IS THE REVENUE INCREASE THAT THE COMPANY IS

PROPGSING IN THIS REBUTTAL TESTIMONY?

The  Compa ny is  propos ing  a  to ta l re ve nue  re quire me nt of $283,384, which

constitutes  an increase  in revenues  of $169,479, or 148.79% over adjusted tes t year

revenues.

Q- HOW DOES THIS COMPARE WITH THE COMPANY'S DIRECT

FILING?

In the direct filing, the Company requested a total revenue requirement of

$301,124, an increase in revenues of $187,220, or 164.37%.
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Q- WHY IS THE REQUESTED REVENUE INCREASE LOWER IN THE

COMPANY'S REBUTTAL FILING?

A.

A.

A.

A.

A.

Q.

A.

The Company's rebuttal filing reflects the adoption of a number of rate base and

operating expense adjustments recommended by Staff. Original Cost Rate Base



("OCRB") and Fair Value Rate  Base ("FVRB") are  reduced by $87,860 from the

direct filing. The adjusted test year level of operating expense has been reduced by

$8,514 compared to the  Company's  direct adjus ted tes t year level of opera ting

expense.

Q. P LEAS E S UMMARIZE THE P ROP OS ED REVENUE REQUIREMENTS

AND RATE INCREAS ES  FOR THE COMP ANY AND S TAFF AT THIS

STAGE OF THE PROCEEDING?

The proposed revenue requirements and proposed rate increases are as follows :

Revenue Requirement Revenue Inch. % Increase

Company-Direct $301,124 $187,220 164.37%

Sta ff $224,908 $111,003 97.45%

Company Rebuttal $283,384 $169,479 148.79%

Q- WHY IS  S TAFF'S  REVENUE REQUIREMENT AND RECOMMENDED

INCREAS E LOWER RELATIVE TO US LLC?

The  diffe rence  in the  revenue  requirement be tween S ta ff and the  Company of

$58,476 is  primarily due to a  difference in each of the party's  recommended rate

base, cost of capital, depreciation expense. The difference related to rate base and

cost of capital is  approximately $43,000. The difference related to depreciation

expense is approximately $16,900. The balance of the difference is due to the level

of property taxes recommended by each of the parties .

Notably, Staff has accepted the Company's  proposal to include pro forma

re ve nue s  from future  cus tome r growth in the  de te rmina tion of the  re ve nue

requirement and rate increase.

Q- THE COMP ANY IS  S TILL S EEKING A S UBS TANTIAL INCREAS E IN

ITS  RATES  IN THIS  P ROCEEDING?
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A.

A.

A. Yes, and it remains primarily plant investment driven. USLLC has invested nearly



$1.3 million of dolla rs  in its  was tewa te r utility plant to se rve  ra tepaye rs  in the  pas t

couple  of ye a rs  a nd it is  e ntitle d to a  re turn on a nd of the  fa ir va lue  of tha t utility

pla nt

4

5

11.

Q .

RATE BASE

WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

BASE RECOMMENDATIONS?

7

8

9

1 0

A. The rate bases proposed by all parties in the case are as follows

Compa ny-Dire ct $ 1,401 $ 1,401,953

S ta ff 8  989,576 s  989 ,576

Company Rebutta l $ 1,314,093 $ 1,314,093

12 Q. TO WHAT DO YOU ATTRIBUTE THE DECREASE IN RATE BASE

FROM THE DIRECT FILING TO THE REBUTTAL FILING?

The  Compa ny ha s  a cce pte d ce rta in S ta ff's  a djus tme nts  which re duce  pla nt-in

s e rvice  by $29,321. The  Company has  increased accumula ted deprecia tion by

$63,395 a s  a  re sult of the  decrease  to plant-in-se rvice  and a  change  to the  yea r in

which pla nt wa s  pla ce d into s e rvice Fina lly, the  Compa ny's  propos e d ca s h

working capita l a llowance  has  been reduced by $7,921 to zero

The  Compa ny disa gre e s  with S ta ff on the  ba la nce  of pla nt-in-se rvice . I will

te s tify to the  disagreements  be tween Sta ff and the  Company la te r in my te s timony

While  the  Company agrees  with Sta ff a s  to the  yea r plant was  placed in se rvice  for

purposes  of computing accumula ted deprecia tion, the re  remains  a  diffe rence  in the

propos e d a ccumula te d  de pre cia tion  ba la nce  a t the  e nd of the  te s t ye a r due

diffe rence  in the  amount of plant-in-se rvice  a s  we ll a s  the  number of prior yea rs  of

deprecia tion. The  Compa ny a gre e s  with S ta ff on the  a mount of ca s h working

ca p ita l a nd , a s  I will e xp la in  la te r in  my te s timony, the  Compa ny is  a ls o  in



a gre e me nt with S ta ff on the  ba la nce  of CIAC, but dis a gre e s  with S ta ff' s  le ve l of

accumula ted amortiza tion.

Q-

A. Plant-in-Service.

PLEASE EXPLAIN THE COMPANY'S REBUTTAL ADJUSTMENTS TO

PLANT-IN-SERVICE.

B-2 rebutta l adjus tment number 1 re flects  a  decrease  to plant-in-se rvice  of $29,321.

The  Compa ny ha s  a cce pte d S ta ff" s  propos e d a djus tme nt to powe r ge ne ra tion

e quipme nt (NARUC Account 355). S e e  Dire ct te s timony of J e ffe ry M. Michlik

("Michlik DT") a t 5 .

The  Company disagrees  with Sta ff adjus tments  to reduce  plant-in-se rvice  by

an additiona l $345,774.

Q- WHAT  DO E S  T HE  $ 3 4 5 , 7 7 4  ADJ US T ME NT  T O  P LANT -IN-S E R VIC E

CONS IS T OF?

Sta ff dis a llowe d $68,271 for cos ts  re la te d to the  Compa ny wa s te wa te r tre a tme nt

p la nt # l. The  Company be lieves  it has  subs tantia ted the  cos ts  in contras t to Sta ff.

S e e  Mich lik DT a t 6 . The  Compa ny did provide  S ta ff a  copy of the  contra ct

be twe e n the  Compa ny a nd Adva nce d Environme nta l Sys te ms  for the  wa s te wa te r

tre a tme nt pla nt #1 cons truction tota ling $309,000. Contract a ttached he re to a s

Re butta l Exhibit i. S ta ff dispute s  $68,571 of the  cos ts  in pa rt be ca use  S ta ff could

not de te rmine  whe the r the  work wa s  pe rforme d by Adva nce d Environme nta l

S ys te ms  or Alta  Me s a  Cons truction. I d The  Compa ny's  pre vious ly provide d

s che dule  did to  indica te  tha t $68,571 of the  cos t wa s  a ttribute d to  Alta  Me s a

Cons truction. Howe ve r, the  Compa ny be lie ve s  its  s che dule  to  be  in  e rror.

Regardless , the  contract clea rly shows  the  cos t of the  plant was  $309,000. S ta ff

has  included in plant-in-se rvice  only $240,429 of the  contract cos ts .
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A.

A.

Q- DOES  S TAFF DIS P UTE THE EXIS TENCE OF THE LIFT S TATIONS ?



Q. PLEASE CONTINUE2

3 A. Staff also disallowed $178,231 of costs related to evaporative lagoons consisting of

water falls, streams, pond and a lake because Staff asserts they are not  integral

components of the wastewater treatment system. Id The Company disagrees

The wastewater system generates effluent which must be disposed of. The water

features including the pond and lakes are necessary and in lieu of a recharge

facility or disposing of all of the effluent  down nearby washes. The Arizona

Department  of Environmental Quality ("ADEQ") specifically discouraged the

Company from building an effluent disposal recharge facility and limits the amount

of effluent that can be disposed of in washes. These facilities are necessary to deal

with and dispose of the effluent

13 IS THE LAKE ESSENTIAL FOR EFFLUENT IRRIGATION OF TURF

AREAS WITHIN THE COMMUNITY?

15

1 6

1 7

Yes, consistent with the Conlmission's informal policy to discourage turf irrigation

with ground water, especially in areas with historic supply issues, the lake permits

storage of effluent which can then be applied to turf areas when that watering is

needed

19 Q. PLEASE SPEAK TO WASTEWATER TREATMENT PLANT # 2

A.

Q.

Staff disallows $99,272 of costs related to wastewater treatment plant #2. Id. at 7

T he  C o mp a ny d is a g r e e s  w it h  S t a ffs  a s s e r t io n  t ha t  t he r e  is  ins u ff ic ie n t

documentation to support these costs. The Company provided documentation of

the costs which included copies of the Santee Corporat ion contracts,  invoices

addendums,  change o rders,  and a number  o f cancelled checks. While the

Company could not  locate all of the canceled checks,  there is sufficient  other

supporting documentation of the costs to substantiate the $99,272



Q-

B. Accumula ted  Deprec ia tion.

P LE AS E  E XP LAIN T HE  C O MP ANY' S  R E B UT T AL ADJ US T ME NT  T O

AC C UMULATE D DE P R E C IATIO N?

B-2 rebutta l adjus tment number 2 re flects  the  increase  to accumula ted deprecia tion

for $63,395. This  adjus tment re flects  the  decrease  to plant-in-se rvice  for $29,321

and an acceptance  of 2004 ra ther than 2005 as  the  in se rvice  da te  for a ll plant. The

Compa ny a gre e s  with S ta ff on the  in-s e rvice  da te  of 2004 for the  wa s te wa te r

tre a tme nt pla nt. Id a t 8.

Q-

C. Ad va nc e -in -Aid  o f Co ns truc tio n  ("AIAC").

H AVE YO U  MA D E  A  R E B U T T A L  A D J U S T ME N T C O NC E R NING

ADVANCES -IN-AID O F  CO NTRUCTIDN?

Ye s . The  Compa ny ha s  a cce pte d S ta ffs  propos a l to re cla s s ify AIAC to CIAC. Id.

a t 9. B-2 re butta l a djus tme nt numbe r 3 re fle cts  this  a djus tme nt. S ta ff a nd the

Company agree  on the  adjus ted ba lance  of AIAC of ze ro and CIAC of $197,973 .

Q.

D. Ac c umula te d  Amo rtiza tio n  o f CIAC.

P LE AS E  E XP LAIN T HE  C O MP ANY' S  R E B UT T AL ADJ US T ME NT  T O

AC C UMULATE D AMO R TIZATIO N?

A.
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A.

A.

As  I te s tifie d, the  Compa ny ha s  a cce pte d S ta ff' s  propos a l to re cla s s ify AIAC to

CIAC. Sta ff does  propose  to increase  accumula ted amortiza tion, but Sta ff" s  ra te

schedule (Schedule J MM-WW6) does not a ppe a r to re fle ct this

re comme nda tion. Id. a t 9. Putting this  a s ide , S ta ff' s  computa tion is  only one  full

ye a r of a mortiza tion of $8,101. This  is  incons is te nt with a n a s s umption tha t a ll

pla nt wa s  pla ce d in s e rvice  in 2004. Accordingly, the  Compa ny's  computa tion is

ba s e d on a mortiza tion s ta rting in 2004 a nd thus  include s  2 ye a rs  of a mortiza tion

(us ing % ye a r conve ntion). B-2 re butta l a djus tme nt 4 re fle cts  the  Compa ny's

proposed adjus tment to accumula ted amortiza tion of $12,777.

base



Q-

E. Wo rking  Ca p ita l.

H AVE YO U  MA D E  A  R E B U T T A L  A D J U S T ME N T  C O N C E R N IN G

WO R KING  C AP ITAL?

A. Yes . While  the  Company does  not agree  with S ta ffs  ra tiona le  tha t Cla ss  A, B, and

C utilitie s  s hould not be  a llowe d to us e  the  formula  me thod a nd ins te a d mus t

pre pa re  le a d-la g  s tudie s  to  re que s t working ca pita l, it ha s  a cce pte d  S ta ff' s

adjus tment to e limina te  is sues  be tween the  pa rtie s . Id a t 9-10. Rebutta l Schedule

B-2 adjus tment number 5 reduces  working capita l to ze ro.

Q- WHY DO  YO U DIS AG REE WITH S TAF F ' S  RATIO NALE?

1
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A. No me thod of computing working ca pita l, including a  le a d-la g s tudy, is  pre cis e ly

correct. The  purpose  of any working capita l computa tion is  to produce  an amount

of working ca pita l a llowa nce  tha t is  re a s ona ble  a nd the  cos t of the  ca lcula tion

s hould not e xce e d the  be ne fits . This  is  true  re ga rdle s s  of the  s ize  of the  utility.

Le a d-la g s tudie s  a re  cos tly to pre pa re  a nd dis a gre e me nt be twe e n the  pa rtie s  is

common which in turn exacerba tes  ra te  case  expense  further. In my experience  the

cos ts  to pre pa re  a nd de fe nd le a d-la g s tudie s  ca n incre a se  ra te  ca se  e xpe nse  by

$10,000 to $15,000 or more . The  cos ts  of lead-lag s tudies  genera lly fa r exceed the

bene fits . The  formula  me thod is  s imple  and can readily be  adjus ted for the  e ffects

of pro forma  adjus tments .

Th e  fo rmu la  me th o d  h a s  b e e n  re c o g n iz e d  b y n u me ro u s  re g u la to ry

commis s ions  including this  Commis s ion. E t . P ine  Wa te r Compa ny (A.C.C.

De cis ion 67166, Augus t 10, 2004) a nd Rio Rico Utilitie s , Inc. (A.C.C. De cis ion

67279, October 5, 2004). In both of these  cases , Sta ff recommended cash working

capita l a llowances  based on the  formula  me thod. See  Direct Tes timony of Dennis

Roge rs , pa ge  13 , Docke t No. S W-02676A-03-434 , a nd  Dire c t Te s timony of

Cla udio Fe rna nde z, pa ge  10, Docke t No. W-03512A-03-0279. Jus t two months



ago, the  Commiss ion approved a negative working ca pita l a llowa nce  (a  de duction

from ra te  ba se  re sulting in lower revenue ) for Black Mounta in Sewer Corpora tion.

Se e  De cis ion No. 69164 (De ce mbe r 5, 2006) a t 6-7 without a  le a d-la g s tudy. In

tha t ca s e , one  of the  pa rtie s  ha d propos e d ne ga tive  working ca pita l ba s e d on a

qua s i-formula /le a d-la g me thod, which the  Commis s ion re cognize d wa s  not a s

accura te  a s  a  lead-lag s tudy. Id

Based on my involvement in numerous  ra te  proceedings  in the  recent pa s t,

it a ppe a rs  tha t S ta ff ha s  a dopte d a  'b la ck le tte r policy' of oppos ing a ny ca s h

working capita l a llowance  unless  accompanied by a  lead-lag s tudy. This  'bla ck

le tte r policy', which a pplie s  to a ll Cla s s  C a nd a bove  utilitie s , is  inte re s ting give n

Sta ffs  oft-cite d ma ntra  tha t ca se s  should be  de cide d on a  ca se -by-ca se  ba s is . A

black le tte r policy such as  this  one  seems  to me  to be  both contradictory to Sta ff' s

approach to ra te  making and a rbitra ry. The  Commiss ion rule s  do contempla te

the  us e  of the  formula  me thod. S e e  Arizona  Adminis tra tive  Code  14-2-103.

S che du le  B-5 ,  fo r e xa mple ,  e xp lic itly p rovide s  fo r the  fo rmula  me thod  fo r

computing working ca pita l. Furthe r, it is  re quire d to be  tile d by a ll cla s s  C a nd

a bove  utilitie s . Id

1

2

3

4

5

6

7

8

9

10

1 1

1 2

13

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

111.

Q-

INC O ME  S TATE ME NT.

WO ULD YO U P LEAS E DIS CUS S T HE C O MP ANY' S P ROP OS ED

ADJ US TME NTS  TO  R E VE NUE S  AND E XP E NS E S  AND IDE NTIF Y ANY

ADJ US TMENTS  YOU HAVE ACCEP TED FROM S TAFF?

A. Ye s . The  Compa ny re butta l a djus tme nts  a re  de ta ile d on Re butta l Sche dule  C-2,

pa ge s  1-7. The  re butta l income  s ta te me nt with a djus tme nts  is  shown on Re butta l

Schedule  C-1, pages 1-2.

Rebutta l adjus tment number 1 annua lized deprecia tion expense  taking into

account the  changes  to plant-in-se rvice  and contributions-in-a id of cons truction, a s



discussed above.

Rebuttal adjustment number 2 reduces property tax expense and reflects the

rebuttal proposed revenues. The Company and Staff are in agreement on the

method of computing property taxes. This method utilized the ADOR formula and

inputs two years of adjusted revenues plus one year of proposed revenues. I

computed the property taxes based on the Company's proposed revenues, and then

used the property tax rate that was used in the direct filing. The difference between

Staff and the Company on the proposed level of property taxes is due to differences

in the party's respective proposed revenue

Q. PLEASE CONTINUE.

Rebuttal adjustment 3 decreases miscellaneous expense by $500 for CC&N related

costs. The Company also agrees with Staff that the CC&N related costs not a

recurring cost of service. See Michlik DT at 12.

Rebuttal adjustment 4 increases wastewater testing expense by $4,430. The

Company agrees with Staff proposed level of wastewater testing expense which is

based on the Staff Engineering Report. Id at 12.

Q- DOES THE COMPANY CONTINUE TO PROPOSE PRO FORMA

REVENUES FOR POTENTIAL FUTURE GROWTH OF 350

CUSTOMERS?

Yes. At this stage of the proceeding the Company has not changed its position on

including pro forma revenues in the determination of the revenue requirement and

rate increase for the sewer division. Unlike the water division, the sewer division

presently has capacity that will serve at least a portion of the demand font those

350 new customers .
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A.

A.

Q- PLEASE COMMENT ON MR. MICHLIK'S TESTIMONY ON PAGE 11

AND 14 THROUGH 16 REGARDING THE REASONS WHY STAFF



1 AGREED WITH THE COMPANY'S PROPOSAL TO INCLUDE PRO

FORMA REVENUES?

Mr. Michlik's comments characterize Staff' s acceptance of the Company's direct

proposal to include projected revenues from potential customer growth as justified

in order to further penalize the Company for previously operating without a

CC&N. Specifically, he states ". Staff feels that the rate payer should not pay for

the Colnpany's mistakes." Id at ll. The rate payer has not and will not pay for

the Company initial failure to obtain a CC&N. In fact, the Company has paid a

substantial fine for this mistake. See Decision 67446 at 19. As part of the

Company's compliance with the Commission's prior decision, the Company

promptly notified its customers of the potential for a substantial rate increase and

has tiled the instant rate application. Id. at 24.

The Company is in regulatory compliance with the Arizona Corporation

Commission ("ACC"), Arizona Department of Environmental Quality ("ADEQ"),

and the Arizona Department of Revenue ("ADOR"). See Staff Engineering

Report. Put simply, there is no factual, legal, or equitable basis to further

'penalize' the Company.
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Q- WAS THE COMPANY'S PROPOSAL TO INCLUDE PROJECTED

REVENUES UNUSUAL?

Yes, and I stated so. See Bourassa DT at 12. I rarely recommend the approach

because of the risk to the Company and the potential to create a serious mismatch

between rate  base and revenues and expenses. While  it is  unus ua l, the re  is

precedent. In the Arizona-American case (Decis ion 67093, June 30, 2004), for

example, pro forma revenues were included in the adjusted test year revenues for

the Anthem Water and Wastewater Districts as a means of minimizing the impact

on ra tes . This  was  a  proposal made by the  Arizona-American and accepted by

A.

A.

-10-



Staff. The pro forma revenue consisted of payments in lieu of revenues from Del

Webb which were scheduled to be made 3-5 years subsequent to the end of the test

year. See Direct Testimony of Thomas J . Bourassa Docket No. WS-01303A-02-

0870 at 17-19. Putting this  as ide , the  Company's  initia l proposal in the  ins tant

case was not because of a desire by the Company to impose a 'punishment' upon

itse lf. S ta ff' s  comme nts  re inforce  the  old a da ge  tha t 'no good de e d goe s

unpunished' .

Q. DO YOU BELIEVE THE COMMISSION CAN UNILATERALLY IMPOSE

A REQUIREMENT TO INCLUDE P ROJ ECTED REVENUES  IN THE

DETERMINATION OF THE REVENUE REQUIREMENT AND

REQUIRED RATE INCREASE?
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I am not an a ttorney, but in my profess ional opinion the  answer is  'no'. I believe

that such a proposal would violate the Arizona constitutional requirement that the

Commission must provide a fair return on the fair value of the property devoted to

public service . A fa ir re turn a lso means  utilitie s  mus t be  given a  reasonable

opportunity to e a rn a  fa ir re turn. The  ra te  making reasons  include  the  bas ic

principles of 'known and measurable ' and the 'matching principle '.

Putting this aside, as I have testified, the Company is still recommending the

inclusion of pro forma revenues for the sewer division.

s o IN THIS  INS TANCE, AND FOR THE SEWER DIVIS ION ONLY, THE

COMPANY AGREES TO INCLUDE THE PROFORMA CUSTOMERS?

Yes , a s  indica ted, we  be lieve  tha t this  is  supportable  because  of the  exis ting

treatment capacity and the reasonable result of including those customers.

A.

Q.

A.

_11-



1

2

IV.

Q-

RATE DESIGN

P LEASE SUM M ARIZE THE P OSITIONS OF  THE P ARTIES WITH

RESPECT TO THE RATE DESIGN

Both Staff and the Company propose the same basic rate design which is based on

water usage rather than flat monthly rates

Q WHAT ARE THE COMPANY'S REBUTTAL PROPOSED RATES?

4 A.

5

6

7 A. The rebuttal proposed rates are

Customer
Class

Flat Monthly
Charge

Charge per 1,000 gallons
of Water Usage

9

1 0 $ 6.85Residential

Car Washes

Laundromats. Commercial

Manufacturing

Hotels. Motels

Restaurants

Industrial Laundries

Waste Haulers

Restaurant Grease

Treatment Plant Sludge

Mud Sump Waste

N/A

8  6 . 7 0

$  8 . 9 9

$ 11.09

$ 9.84

$200.80

$175.70

$200.80

$627.50

2 1 ARE STAFF AND THE COMPANY IN AGREEMENT ON THE

COMPANY'S PROPOSED SERVICE CHARGES CHARGES?

23 A.

24

Yes

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY FOR THE

SEWER DIVISION?

26 A

Q.
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LONNIE McCLEVE
UTILITY SOURCE, LLC

RE: GREENFIELD LAND DEVELDPMENT.LLC
721 E. SAN PEDRO

GILBERT. ARIZONA 85234
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FOR ONE (1)

TURN-KEY INSTALLED
SUPER~lDEA 37.5K119 SB/FTlPDl3PH230

PHASE ONE OF FOUR TOTAL

TO SERVE:

BELLEMONT TRAVEL CENTER

1-40. exit 185

ADVANCED ENVIRONMENTAL SYSTEMS. INC. PROPOSAL #
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Advancedtnvlrunmemal Syuoma, mc. pnnpvaul

ADVANCED ENVIRONMENTAL SYSTEMS, INC. is pleased to quote the following patented Fiberglass
IDEA packoga Wastewater Traatmlnt plant: '

PRIMARY TRASH TANWLXFT STAT:ol~a

1 ao_0oc gallon per day leash tank with intrigal lift station shall be provided by AES. The trash tank
volumetric capacity shall be 600 gallons. The lift station volumetric capacity shall be 400 gallons. Lie
station shall have a duplex pump package designed to to transfer a tlow rate of 75 rpm at a total
dynamic head of 15 feel to transfer to main lim station. Trash tank shall be equipped with two (2) thirty
inch (30") diameter users for service access to grade. The lim station shall have one (1 )
thirty inch (30") diameter user to grade. installation by AEs.

MAIN TRASH TANKILIFT STATIQN

1 150,000 gallon per day trash tank with irltrigal lift station shall be provided by AEs. The trash tank
volumetric capacity shall be 3000 gallons. The Lil! station votumttnc capacity shall be 2000 gallons. Lift
station shall have a duplex pump package designed to to transfer a flow rate of 188 gpm- at a total
dynamic head of 10 feet to serve phase 1 and phase 2. The lift station shall additionally be ready to
receive a second duplex pump package to serve phase 3 and phase 4. Trash tank shall be equipped
with two (2) thirty inch (30") diameter n'sers for service access, eight feet (8') in height. The lift station
shall have two (2) thirty inch (30') diameter risers, eight feet (8') in height. installation by AEs.

IDEA PROCESS PLANT AND EQUiPMENT_PACKAGE

1 IVE Collen£or(s)_ dimensioned as per Table C, shall be installed in place per AES specifications during
tank construction.

Omni-Flow Partition(s), dimensioned as per Table c, shall be mslalled in place per AES speclflcalions
during tank construction.

1 Aeration system sufficient to provide the required oxygen for the nitrification and BOD removals as
specified in Table A. at! necessary in-basin aeration equipment complete with neck$sary ancillary
equipment.

Total Number of Arr Blower Package(s):
Total Nu_'mber of Spare Air Blower(s):
Total Number of Spare Molor(s):
Air Blower Horsepower:

1 Blower Package(s)
1 Spare Blower(s)
1 Spare Motor(s)

20.00 HPlBlower

Total Number of Fine Bubble Dnffusersz
48 Diffusers

installation By. Advanced Environmental Systems. Inc.

1 Effluent Decanter(s] to include internal f1oat(s), ball check intake ports. piping, Uexxble swing joinl(s).
effluent pump(s) as gazed m Table c.

Advanced Environmental Systems. Inc.

1

lnslallalion By:

Kim-Lock waste sludge wilhdrawai pipe(s).

Advanced Environmental Systems, inc,lnsiailation By'



Advanced Emdnunmlnnt symms. hc- Pr»P°ll*

TANKAGE

Horizcnlal cylindrical Fiberglass t8nk(s} as sized In Tabla C, to include risers and lids, and all other
integral components necessary for the proposed package plant

Installation By

CONTROLS

1

Advanced Environmental Systems. Inc

Control Center containing the factory wired IDEA controls to include a main circuit breaker
necessary branch circuit breakers, combinationmotor starters, timers, switches. lights, and alarms
necessary to automatically control and operate all electrical devices and motors in the lift station and
the IDEA system. Basic telemetry for high level and loss of power shall be provided
Additionally provided shall be a turbidity meter for final effluent monitoring

lnslatlation By Advanced Environmental Systems, Inc

PVC Junction Box(es) located at the reactor basin(s)

Installation By Advaneed Environmental Systems. Inc

TURN-KEY INSTALLATION

Advanced Environmental Systems shall provide installation of the plant as indicated he law:

30
2

Days of Installation
Days of Start-Up

FILTER

1 Automatic Backwashing sand Hater shall be provided. Filter shall he designed to serve full build out of
150,000 gallons per day

DISINFECTION

1 ChlorinationldechloNnatlon system shall be provided consuMing of one (1) LMI AS Series Pump
one (1) translucent tank. two (2) dechlorinatlun feeders model XT-48003

DELWERY

Estimated delivery to the jobsite Is eight to ten (8-10) weeks following receipt of proposal acceptance
and purchase order

PROVISIONS

Only those items indicated are included and will be furnished. Any other items that may occur will be
negotiated as an addition to this agreement on a casa by case basis with the buyer (If required)

Engineering and fees required far plant substitution by the Arizona DEQ.(provided by AES)
Lift ng equipment such as crane or foNc!if1.(provlded by AES)
Equipment housing design or construdlon
FEHCIHQ
Electrical field wring,(provlded by AES)
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M
site yard nir>\r\9 and plumbing that may be requl1ud.(provldqd by Ass)

I 2 2 / / '  » " * " / 5 a 4 4 » " t /  o f  B / I F I 4 / v . n ' " % 7 3 t a 4 / 9 / ! " " 7
Inc. Performance Warranly ~9*¢ / I  -44 '

-'7 625,
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cal

Freight. transportation to lobstta and unloading of equlpment.(provlded by AES)
Slto preparation, stabilization, melt-nmovll, do-mucklng or de-waterlng..[I1 nqulnd)
Site excavation and hauling bedding mnteNal and baeknlling to finish QraOe.(provlded by Ass)
Local taxes which may apply.
Power generator, if on»slto construction power Is not avaitabla.(provided by AES)

11 Water for tilting of basin.
12 Site security (until AES Is on site)
13 An •
m * o

Warranty as per attached Advanced Environmental Systems,
Wastewater characteristics to be below inttuertt levin listed in Table A.
Sufficient alkalinity exists within the wastewater for nitriticatlon. Supplemental alkalinity is to be provided by
the owner as needed.
Sufficient phosphorus exists for proper biological adivlty. Supplemental phosphorus is to be provided by the
owner as needed.
No heavy metal or toxic organic compounds are present in the wastewater which wilt inhibit biological
treatment (refer to attached 'Threshold Concentration of Inorganic Pollutants that are inhibitory-to Btologl
Treatment Processes").

497. Z::
491 '78 :

(3WE
Fl;̀

I

TURN-KEY INSTALLED PRICE: $309,000.00

Ta,-
749

J r

1

Quoted price is fiml for 30 days from the date of the proposal subject to the following terms and conditions.
Payment schedule is 10% upon proposal acceptance, 25% with purchase order by February 1 or eight weeks
prior to the initiation of site construction, 20% by March 1 or two weeks prior to tankage arrival date. 25%
upon animal of tankage and lim stations, 20% upon startup. pending approval to operate by ADEQ.
Advanced Environmental Systems, Inc standard Terms and Conditions of Sale is attached and
incorporated herein by reference.

RESPECTFULLY SUBMITTED PURCHASER
(please read Terms & Con crbbns of Sale beforesigning)

Advanced Environment rems Ecepled By

I/44,4 I
Com}:anyfGlfent:
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ABIIICIIMII 8- invoice

Remit co
P.O. Box 9004

{m~:l:._IL so9?.|.3904

TEL- (8147) ass-wa I
FAX: (847)689-300 l

TOLL FREE: l~800-493-9876
FE LN.: 36-3645787

`3M:R PO I
W/H FREFGHT SHIP VIA

~l RST

E
exTEnsl6i'°

1 DESCRIPTION
(OR) DuPont: Antiaaptic Hand

Uipes., 168 Count
l'!§DS sucrr SHIPPED urns :raw
Drdur From Catalog 115
Badness asE1544L Sewage Pump
1.51-lw4eaw3nH. 3" DiEhl.

@413

t
I

I

.  Y O U  t o r  y o u r  b u s i n e s s !

T-ILY CHARGE to DAYS FAST DUE
I me apply to marchandlsa only.

»"we -rec assa'v (: rn'er your uhpald bianca to a ectllochon agency n collettluh too. ru ea caroaod 25%
- 'If-rrsu :Ins is-asonaola attomsy's fees: and mud costs whorl necessary. wM Ba adaadIo LM balance dun. °'"lMPORTANT Anna

Please Include this customer l
on~lhe face of your remittance check
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sesn~a=ra.n LHHD DEUFJ.JiJPMENT:'EEHFI8.D LAND DEv,;3_QppggqT

1.1 N 8ELLtxxn s1=1az:~ass
I-I LmJt~rT, Hz 86815-
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Be To

I-annie C. My=Clcvc
721 E. San Pedro
Gilbert, Arizona 85234

Terms
0

P.O. No. l
4 4-  L  w- I

Descdptkm ow 3 Rate Am ount

0'.'f3 U03 Install ma,gm:tictcutaclbr in4¢=4>SERVICE bALL
uh ! !

! )Thcrmnl overload nztay
1) LSRU moduic

4

1.5 1 s0.o0

I 75.00

125.00

l75.0GT

s
?
a

3

I

E

Thank you for your
$300.00Subtotal

Phone a Fax# E-m a l

928-2 I4-8sZ I

. . . 4 _ -

928-214-0404 jolmp¢ltone1ecuic@r»¢Lzuu.nez
- nn  . . .

1801 NORTH SECOND STREET
FLAGSTAFE AZ 86004
R.O.C.# 173904 K-11
ROC # 188250 A-17

PATTON ELECTRIC LLC

9410

Invoice
Invoicer #

Net 10

Sales Tax {6.525%)

Total S311 42

s11 4 ;

PaymentsICredits

Balance Due S311

A fmancc charge of 1 5%4111 be accessed on amounts
Lhasa are not pm in full by 30 days of the mvoioe dau.



Date \

48.3

Invoice #

TermsP.O. No. I

'E escripiirbn Qty \z
SERVICE CALL 07/27/03 Checked Ia station
I) 480 volt 3 phase lightmning ancsior . '
1) 5 HP INC motor starter wt ovalnad relay

\'O

V
3

/VP 4 w9, ,°\

50.00
250.00

ThaMyouf'm' >W 8|mws" .
Subtotal s4oo.oo

Sales Tax (6.525%) $16831

Phone Q Faxav E-mai

928-2!4-882! 928-11441494 jolli.n{:l1ltluuelec'u'=i1u@:n=!z¢10.net

plirrorlr ELECTRIC LLC Invoice
1801 NORTH SECOND STREET
FLAGSTAFF. AZ 86004
l7LO.C.# 173904 K-ll
R.O.C.# 188250 A-17

Bill To

,Lonnie C McCleve
1721 E. San Palm
Gilbcn, Aziznna 85234

I
PAID

914 F2003

Rate

Net SLI

Mmount

290 Lf IT

Total $416.51

Paymentslttredla

Balance Due

soon

1̀
$41031

A8:nau1e4:chnxgcofl.5%\w11beacueaaleduunmn1mls
thaurenolpaidiniinllby3»0da}sof the'mvnicedln!a.

U #8 n _

, /



xo/srzn04

Bi To

P.O. No.

Phuna l Fixe

¢J2s.214-8n I nv.-214-aw
,, x~..

1

E-md

j¢@m¢¢;n1¢1.¢i¢@n¢m=¢¢ not

| u |-

pA'rr5n ascrluc LLC Invo ice
1801 NORTH SECOND STREET
FIJMGSTAFF, AZ 86004
R.O.C.# 173904 K-11
R O.C.# 188250 A-17

Data Invoice 11

vo t

1̀
i

1.u~u: c. Mdllcve
721 E. San Pedro
Gilbert, MArianna: 85234

T erms

m y I R819

Duo in zmcnpr

Amount

we (I I I  I4:90.00 I

I

423 LD 123 cm

ws Of] 178 in

Daacnmian

SURVICTCALI. 9-24-U4 R:wLe old HR 14a!im
J wyman 4 Ins O.'I
.Tourneynm 2 hrs
Apprentice 4 he
SERVIC E CA.LL 9-25-04 Rewire old Ml ltlunn
Ioumcymnn 2hex (J. r
Joumeyzxxan 2 hrs
Apmmlise2 hrs
SFRWCF c ALL 9-27-G4 Rewire old lift Nninn
Juumcyman 2 hrs
Apprumce 2 hrs
61 I 1/4" PVC
1 I I/4' PVC 99 dcgnc cal
x l I/4° `f'A
21 2° FA

110.35 110.:\a1

thank you Fm ynurT\\uiir1c.xs

Subtotal 1"
Sales Tax {8.128%)

I paymnnwcredlu

Tool

Balance Due
A iizmnce chasgcnfl 5% will be lneeuad mlmounu
Lha!an: mol pad 'm mu by JN dlyl of the tnvoln aN:

Page 1

vs# -rIsmm v~=\'~n.v~ l

l
i



o m

1UJBIZD04 é701
I

B!dTo
.  0 -

Qrv Rate

I* ¢ .1* . .

.'l1\nnJ: you far your business.
submit

928414-8521

Fax #

c PATTON ELECTRIC LLC lnvolee
180i NORTH SECOND STREET
FI.-AGST4'kFF. AZ 86004
R.0.C.# 173904 K-11
R.O.C.# 188250 A-17

11w9igg 9

Lennie c. Ml:Cleve
721 8 Smrnaw
Gilbdl. Arizml 85134

P o. No. Tafrne.

I Due on tttcipl

AmountDewipfion

I
4
I

12 I I/4" coupling PVC
'2 1' coupling PVC
I 2" PVC 91 dcvrc ell
-1 2' PVC candult
z no x 10 x4 OR box
30' um I 3 ruby: cord
15'n o - 4 mbbcr cord
I luminalMonk

,claw `u:k lcxuzinds
to yalow hum sphcc
1 33 eiedxizzl Up
1 rubber lnpc

I

Sales Tax (8.128%)
l Q»1"»-*nv-v-I-¢'

Tut!!

Paymentslcr!dlts

Balance Duo
Aflnnnnacixlzgcnl'L5%val'lb¢une¢uedo:1lunn\mh
th.lnnnc»tpsldlnfullby39dly1laf!heInvn4e4dn1e

Phone #
L_

918.1:44521
»¢ ms --

E-mail

3o&:n;:uLtm1cleutriv@l1¢!it1=110.hl¢

Papa 2

-nn 1 'nm vu'-»~

I
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PhBhl 4

92n-z\4-ml j¢¢mpm¢,$¢1¢¢ni¢@¢¢¢m¢,n¢
. .

p A 1 ' n 6 n  a 1 . E c r 1 u c  L u :

Invoice
1801 NORTH SECOND STREET
FLAGSTAFF, AZ 86004
9..o.c.# 173904 K-11
R.o.c.# 188250 A-17

use Involcs #

amV
l

1 onvz0o4

Bil Ta

Lolmic c. MuCh:ve
721 E.  Sm mm
Gxlhert Arizona 85214

P.O. Nu
'V

Desorption Runs

Terms

Dan: on rcacipr

Amount

I

I

1

I

Hwnnk you hr W!! l'fu.\inn\.s
* -0 4-l-pu-in

S u b t o t a l
104-nv-1

S a la s  T a x  ( B . 1 2 B % )

s\.4r L35

$8.97

T o l l a l 51.410.32

Plymonixltmdlts

Balance Due

SO as

sx_4m.32

7 /A Enamuechargnol'1.$%v6Ubeln4dltd9|\¢t1\nan\ls
lh||1arcnolp|!<l'm£\11lby 30day$uf\heinvu»lcedB!=.

Fax 4 E-mul

928-2:4-aNi

Papa a

"Y;'1"»*{¥l'l*'\ **'l'.{v"\*»»v 4-.

I

uuiiln •

i
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Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rebuttal Schedule A-1
Page 1
Witness: Bourassa

Line
No .

1
2
3

Fair Value Rate Base $ 1,314,093

Adjusted Operating Income <31.550>

Current Rate of Return -2.40%

Required Operating Income $ 137,980

Required Rate of Return on Fair Value Rate Base 10.50%

Operating Income Deficiency $ 169,530

Gross Revenue Conversion Factor 1 .0000

Increase in Gross Revenue
Requirement $ 169,530

% Increase 148.83%

Customer
Classification
(Residential Commercial, Irrigation)

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

3/4 Inch Residential
1.5 Inch Commercial
2 Inch Commercial

$ 47,983
2,750
3,326

$ 120,437
6,902
8,349

$
$
$

72,454
4,152
5,023

Revenue Annualization 3,836 9,627 $ 5,792

Proforma Revenues 54,353 136,426 $ 82,073

151.00%
151.00%
151.00%

0.00%
151.00%

0.00%
151.00%

0.00%
151 .00%Subtotal $ 112,248 95 281,742 $ 169,494

Other Revenues 1 ,657 1 ,657 0.00%
0.00%
0.00%

148.80%Total of Water Revenues (a) s 113,905 $ 283,399 $ 169,494

4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

SUPPORTING SCHEDULES:
Rebuttal B-1
Rebuttal C-1
Rebuttal C-3
Rebuttal H-1



Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31. 2005

Summary of Rate Base

Exhibit
Rebuttal Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 1.595.481
96.191

1.595.481
96.191

Net Utility Plant in Service 1 .499290 1.499.290

Advances in Aid of
Construction

Contributions in Aid of
Construction

Accumulated Amortization of CIAC
197.973
(12,777)

197.973
(12,777)

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Customer Meter Deposits
Deferred Income Taxes & Credits
Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Plus
Unamortized Finance Charges
Material and Supplies Inventories
Prepayments
Allowance for Working Capital

27
28

Total Rate Base 1.314.093 1.314.093

32
33
34

SUPPCRTING SCHEDULES
Rebuttal B-2
Rebuttal B-5



Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Original Cost Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B-2
Page 1
Witness: Bourassa

Adjusted
at

End of
Test Year Adiustments

Rebuttal
Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 1,624,802 (29,321) $ 1,595,481

Less:
Accumulated
Depreciation 32,797 63,395 96,191

Net Utility Plant
in Service $ 1,592,005 $ (92,716) $ 1 ,499,290

Less:
Advances in Aid of
Construction 197,973 (197,973)

Contributions in Aid of
Construction (CIAC) 197,973 197,973

Acc um. Amortization of CIAC (12,777) (12,777)

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits

0

Plus:
Unamortized Finance Charges
Material and Supplies Inventories
Prepayments
Allowance for Working Capital 7,921 (7,921)

Total $ 1,401,953 $ (87,860) $ 1,314,093

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULES:
Rebuttal B-2, pages 2
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Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Computation of Working Capital

Exhibit
Rebuttal Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water Treatment (1/24 of Purchased Water)

$ 8,412
726

Total Working Capital Allowance Rebuttal $ 9,138

$

$ 7,921

Total Working Capital Allowance Requested

Working Capital per Direct Filing

Increase (Decrease) in Working Capital $ (7,921)

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal B-1



Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Income Statement

Exhibit
Rebuttal Schedule C-1
Page 1
Witness: Bourassa

Adjusted
Book

Results Adiustments

Rebuttal
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 112,248 $ $ 112,248 $ 169,479 $ 281,727

$
1.657

113,905 $ $
1,657

113,905 $ 169,479 $
1 ,657

283,384
Operating Expenses

$ $ $

17,423 17,423 17,423

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22

3,945
4,793
1,195

20,472
15,000

4,430

3,045
4,793
1 ,105

24,902
15,000

3,945
4,793
1 ,195

24,902
15,000

12,500
5,465

65,594
(500)

(9,984)

12,500
4,965

55,610

12,500
4,965

55,610

Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Professional
Contractual Services - Testing
Contractual Services - Other
Repairs and Maintenance
Rents
Transportation Expenses
Insurance
Regulatory Commission Expense - Re
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

7.533 (2,410) 5,123 5,123

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

$
$

153,919 $
(40,014) $

(8,464) $
8,464 $

145,455 $
(31,550) $ 169,479

$
$

145,455
137,930

Total Other Income (Expense)
Net Profit (Loss)

$
$

- s
(40,014) $ 8,464

$
$

- $
(31,550) $ 169.479

$
$ 137,930

23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41

SUPPORTING SCHEDULESz
Rebuttal C-1, Page 2
Rebuttal C-2

RECAP SCHEDULES:
Rebuttal A-1
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Utility Source, L,L.C. - Sewer Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses

Exhibit
Rebuttal Schedule C»2
Page 1
Witness: Bourassa

Depreciation
Expense

Adiusiments to Revenues and Expenses

_2 Q 4
Property Wastewater Miscellaneous

Taxes Testinq Expense

Q
intentionally
Left Blank

Q
Intentionally
Left Blank Subtotal

Revenues

Expenses (9,984) (2,410) (500) 4,430 (8,484)

Operating
Income 9.984 2,410 500 (4,430) 8.464

Interest
Expense

Other
Income l
Expense

Net Income 9,984 2,410 500 (4 ,430) 8,454

Z
intentionally
Left Blank

Adjustments to Revenues and Expenses

§ 2 L
Intentionally intentionally Intentionally
Left Blank Left Blank Left Blank

intentionally
Left Blank

LE
intentionally
Left Blank Subtotal

Revenues

Expenses (8,464)

Operating
Income 8,464

Interest
Expense

Other
Income l
Expense

Net Income 8,464

12
intentionally
Left Blank

Intentionally
Left Blank

Adiustments to Revenues and Expenses

l a L
Intentionally Iratentionally
Left Blank Left Blank

3
Intentionally
Left Blank

LQ
intentionally
Left Blank Tota l

Revenues

Expenses (8,464)

Operating
lnoome 8.464

Interest
Expense

Other
\income I
Expense

Line

N
1
2
3
4
s
e
7
8
g

10
11
12
13
14
15
16

17
18
19
2 0
2 1
22
2 3
2 4
2 5
2 6
27
2 8
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6

37
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
4 7
4 8
4 9
50
5 1
52
53
54
5 5
5 6 Net Income 8,464



Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses

Exhibit
Rebuttal Schedule C-2
Page 3
Witness: Bourassa

Depreciation Expense
Direct

Adjusted
Oriqinal Cost

From
B-2 Adj. #1

Plant

From
B-2 Adj. #3

CIAC

Rebuttal
Adjusted

Original Cost
Depreciation

Expense

105,000
58,350
32,200 (29,321)

105,000
56,350

2.879
1.876

144

260,553 260,553 5,211

60,375 80,375 1,208

3,450 3,450 345

Account

351
352
353
354
355
360
361
362
363
364
365
370
371
380
381
382
389
390
391
393
394
395
398

Description
Organization
Franchises
Land and Land Rights
Structures and Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Special Collecting Structures
Services lo Customers
Flow Measuring Devices
Flow Measuring Installations
Receiving Wells
Pumping Equipment
Treatment and Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Plant and Misc. Equipment
Office Furniture and Equipment
Transportation Equipment
Tools, Shop and Garage Equipment.
Laboratory Equipment
Power Operated Equipment
Other TangiblePlant

1,106,874 1,106,874

Proposed
Rates

0.00%
000%
000%
3.33%
5.00%
2.00%
200%
2.00%
2.00%

10.00%
10.00%
3.33%

12.50%
5.00%
5.00%
3.33%
5.67%
6.67%

20.00%
5.00%

10.00%
5.00%

10.00%

55,344

TOTALS $ 1,624,802 $ (29,321) $ $ 1595,481 s 64,128

Less: Amortization of Contributions - Balance End of W $ $ 197,973 $ 197,973 4.30% $ (8,518)

Line

u
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
63
64
65
66 $ $ $ 197,973 $ 197,973 $ (B,518)

$ 55,610
65,594

$ (9,984)

67 Adjusted Test Year Depreciation Expense Rebuttal Filing
6B Adjusted Test Year Depredation Expense Direct Filing
69
70 Increase (decrease) in Depreciation Expense

71
72 Adjustment to Revenues and/or Expenses $ (9,984)
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Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Computation of Gross Revenue Conversion Factor

Exhibit
Rebuttal Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
0.00%

State Income Taxes 0.00%

Other Taxes and Expenses 0.00%

Total Tax Percentage 0.00%

Operating Income 0/1 = 100% - Tax Percentage 100.00%

Gross Revenue Conversion Factor1
Operating Income % 1.0000

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal A-1
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1

2

3

4

5

6

7

8

9

10

DOCKET NO: WS-04235A-06-0303

11

12

IN THE MATTER OF THE
APPLICATION OF UTILITY
SOURCE, L.L.c, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES FOR UTILITY SERVICE
BASED THEREON.

1 3

14

15

16

17

18

19

20

2 1

COST OF CAPITAL

REBUTTAL TESTIMONY OF

THOMAS J. BOUR.ASSA

22

23

24

25

26



I.

Q-

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

A. My na me  is  Thoma s  J . Boura s s a . My bus ine s s  a ddre s s  is  139  W. Wood Drive ,

P hoe nix, Arizona  85029.

Q. HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

Yes, my direct testimony was submitted in support of the initial application in this

docket by Utility Source, L.L.C. ("USLLC" or "Company").

Q- WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY?

I will provide rebuttal testimony in response to the direct filings by Arizona

Corporation Commission Utilities Division Staff ("Staff") with respect to the cost

of capital.

11.

Q-

COST OF CAPITAL.

A. Overview and Summarv.

PLEASE SUMMARIZE THE COMPANY'S REBUTTAL POSITION

REGARDING COST OF CAPITAL?

The Company continues to recommend 10.5% as its cost of capital and rate of

return on original cost rate base, which USLLC accepts as the fair value of its

utility property for purposes of this rate case. The 10.5% rate of return is based on

a capital structure consisting of 100% common equity.

A return on equity of 10.5% is extremely conservative when the small size

and the operational and business risks related to USLLC's water operations are

considered.

Q. HAVE YOU UPDATED YOUR COST OF CAPITAL SCHEDULES?
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A.

A.

A.

Ye s . I ha ve  upda te d  my cos t o f ca p ita l a na lys is  us ing  more  re ce n t da ta . My

upda te d s che dule s  a re  a tta che d to this  te s timony a s  re butta l D s che dule s  a nd the



Range Midpoint

10.9%

9.4%

10.4%

9.8% - 12.0%

8.3% - 10.5%

9.2% - 11.5%

10.1% - 10 .2%

10.8% - 11 .3%

10.2%

11.1%

table  be low summarizes  the  results .

DCF Ana lys is

Cons tant Growth (ea rnings  growth)

Cons tant Growth (sus ta inable  growth)

Two-S ta ge  Growth Mode l

Ris k P re mium Ana lys is

Actua l Re turns

Authorized Re turns

Comparable  Earnings

Actua l Re turns

Authorized Re turns

Va lue  Line  Indus try Compos ite  (2006)

Va lue  Line  Indus try Compos ite  (2007)

Va lue  Line  Indus try Compos ite  (2009)

4.2% - 11.7%

9.9% - 12.7%

8.0%

11.3%

9.0%

10.0%

10.5%

Based on these  results , I continue  to be lieve  tha t 10.5% is  a  reasonable  ra te

of re turn for US LLC, e s pe cia lly in light of the  a dditiona l ris k a s s ocia te d with a n

e quity inve s tme nt in USLLC.

Q- H O W D O E S  T H E  R E T U R N  O F  1 0 . 5 %  YO U  AR E  R E C O MME N D IN G

C G MP AR E  TO S TAFF?

The  ra te s  of re turn on e quity ("ROE") re comme nde d by S ta ff is  9.60%. This  is

s imply too low given the  risks  faced by USLLC. The  ra te s  of re turn recommended

by S ta ff is  s imply too low give n the  Compa ny's  e xtre me ly s ma ll s ize , limite d

re ve nue  a nd ca s h  flow, s ma ll cus tome r ba s e , la ck of d ive rs ifica tion , la ck of

liquidity, and othe r cha racte ris tics .
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A.

Q- DO E S  S T AF F  P R O P O S E  A F INANC IAL R IS K ADJ US T ME NT  IN IT S



COST OF EQUITY RECGMMENDATION?

A. No. Se e  Irvine  DT a t 32. Ne ithe r doe s  the  Compa ny.

B. Response to Staff's Testim0nv on Use
Estimating Growth Rates.

o f An a lvs t  Fo re c a s t s  fo r

Q- PLEASE RESPOND TO MR. IRVINE'S COMMENTS ON PAGE 35 OF HIS

TESTIMONY ABOUT THE GORDON, MYRON AND GOULD STUDY

YOU CITED IN YOUR DIRECT IN SUPPORT OF THE USE OF ANALYST

ESTIMATES?

I d id  no t c la im tha t the  s tudy by Gordon, Myron , a nd  Gould] conclude d  tha t

inve s tors  ignore  pa s t growth ra te s . The  a uthors  note  tha t a ll four e s tima te s  of

grovv'th2 e va lua te d in the  s tudy re ly on pa s t da ta , but in the  ca s e  of the  a na lys t

e a rnings  fore ca s ts , a  la rge r body of pa s t da ta  is  use d, filte re d through a  group of

security ana lys ts  who adjus t for abnorma litie s  tha t a re  not cons ide red re levant for

fu ture  g rowth . Id . The  a u thors  conclude  tha t be ca us e  o f th is ,  "the supe rior

pe rformance of the  cos t of e quity e s tima te s based on ea rnings  foreca s ts should

come  a s  no surpris e ." Id. (e mpha s is  a dde d). The  a uthors  a lso note  tha t fore ca s ts

are  wide ly accepted by inves tors  and the  s tudy does , in fact, support the  sole  use  of

ana lys t forecas ts . Id.

As  I te s tifie d in my dire ct te s timony, in e s tima ting future  growth, fina ncia l

ins titutions  and ana lys ts  have  taken into account a ll re levant his torica l informa tion

on a  company a s  we ll a s  othe r more  recent informa tion. Any furthe r recognition of

the  pa s t will double  count wha t ha s  a lre a dy occurre d. S e e  Dire ct Te s timony of

1 Da vid A. Gordon, Myron J . Gordon a nd La wrence I. Gould, "Choice Among Methods  of Es tima ting Sha re Yield,"
J ourna l ofPorz'folio Ma na ge me nt (Spring 1989) 50-55.
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z The four estimates of long-run growth evaluated in the Gordon, Myron, and Gould study were: 1) historical
dividend growth, 2) historical earnings growth, 3) analyst forecasts of earnings growth, and, 4) historical retention
growth.



Thomas  J . Bourassa  ("Bourassa  DT") a t 27. The  Gordon, Myron, and Gould s tudy

supports  this  assertion.

Q. HOW DID YOU DERIVE AN ESTIMATE OF THE GROWTH RATE FOR

YOUR DCF MODEL?

A. I used ana lys ts ' forecas ts  of EPS growth from seve ra l sources , not jus t Va lue  Line .

I us e d fore ca s ts  publis he d by Za ck's  Inve s tme nt Re s e a rch, S ta nda rd & P oor's

Ea rning Guide , a nd Va lue  Line  Inve s tme nt Surve y. Id a t 26. In my opinion, us ing

a na lys ts ' fore ca s ts  from s e ve ra l re puta ble  s ource s  offs e ts  pote ntia lly ove rly

optimis tic  or ove rly pe s s imis tic  proje ctions  from one  s ource . Furthe r, unlike

inve s tme nt ba nking firms  a nd s tock broke ra ge  firms , inde pe nde nt re s e a rch firms

like  Va lue  Line  a nd S ta nda rd a nd P oor's  ha ve  no ince ntive  to dis tort e a rnings

growth es timates  in order to bols te r inte res t in common s tocks .

Q- WHY IS E AR NING S G R O WT H A ME ANING F UL G UIDE T O

INVES TO R S '  LO NG -TER M G R O WTH EXP EC TATIO NS ?

A. It is  growth in e a rnings , a fte r a ll, tha t will s upport future  divide nds  a nd s ha re

prices . The re  is  an abundance  of evidence  a tte s ting to the  importance  of ea rnings

in a s s e s s ing inve s tor e xpe cta tions . The  s he e r volume  of e a rnings  fore ca s ts

a va ila ble  from the  inve s tme nt community re la tive  to  the  s ca rcity of d ivide nd

fore ca s ts  a tte s ts  to the ir importa nce . Va lue  Line , Za cks , S &P , Thomps on Firs t

Ca ll, to name  a  few, a ll provide  comprehens ive  informa tion on inves tor's  e a rnings

fore ca s ts . Va lue  Line 's  principle  inve s tme nt ra ting a s s igne d to individua l s tocks ,

Time line s s  Ra nk, is  ba s e d prima rily on e a rnings . The s e  inve s tme nt informa tion

provide rs  focus  on ea rnings  growth ra the r tha t dividend growth which indica te s  the

inve s tme nt community pla ce s  gre a te r importa nce  to e a rnings  a s  a  me a s ure  on

future  long-te rm growth.
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GORDON'S  S P EECH AT P AGE 36  OF HIS  TES TIMONY TO S UP P ORT

HIS  CRITICIS M OF YOUR RELIANCE ON ANALYS TS  ES TIMATES .

The Federa l Energy Regula tory Commiss ion ("FERC"), as  the  federa l agency tha t

regula tes  the  inters ta te  sa le  of gas  and e lectricity, has  had the  benefit of numerous

highly qua lified expe rts  te s tifying on beha lf of a  wide  range  of s takeholde rs  in its

proceedings. The FERC has  determined that average dividend yie lds  and forward-

looking growth ra te s s hould be  us e d to de te rmine  e quity cos ts . Mr. Irvine 's

quota tion from Dr. Gordon's  s pe e ch doe s  not cha lle nge  FERC's  choice s . Dr.

Gordon acknowledges that the FERC has determined that both short-term forecasts

and long-te rm forecas ts  of growth will be  recognized. He does  not say -. as  the

me thods  us e d by Mr. Irvine  s a y -- tha t we  s hould look ba ckwa rd to de te rmine

future  growth when we have  forward-looking es timates  of growth available.

Q. DO YOU HAVE  A C OMME NT ON P AGE  3 6  a n d  3 7  OF  MR . IR VINE ' S

TES TIMONY CONCERNING OTHER EXP ERTS  WHO S UGGES T S OLE

RELIANCE ON ANALS YS T ES TIMATES  ARE INADVIS ABLE?

Ye s . Mr. Irvine 's  re lia nce  on the  s tudy by Da vid Dre  ra n is  puzzling. S e e  Dire ct

Te s timony of S te ve n P . Irvine  ("Irvine  DT") a t 36. Eve n though Mr. Dre  ra n ha s

criticize d a na lys ts ' growth ra te s  a s  be ing too optimis tic, Mr. Dre  ra n a ls o s a ys

investors rely on those forecasts.

We  ha ve  a ls o s e e n tha t in s pite  of high e rror ra te s  be ing
recognized for decades , ne ithe r ana lys ts  nor inves tors  who
re ligious ly depend on them have  a lte red the ir methods  in any
way.
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Mr. Irvine 's  re lia nce  on Burton Ma lkie l is  a ls o puzzling. Id. a t 37. Mr.

Malkie l is  without doubt critica l of ana lys ts ' forecas t of ea rnings . However, based

A.

A.

3 David Dre ran, Contrarian Investment Strategies: The Next Generation. 1998. Simon & Schuster. New York. page
115-116.



on his  comments  even the  pas t provides  no he lp in predicting the  future .

. . .Ca lcu la tions  o f pa s t e a rn ing  g rowth
pre dicting the  future .....

a r e  n o  h e lp  in

Bluntly s ta te d, the  ca re ful e s tima te s  of s e curitie s  a na lys ts
(ba s e d on indus try s tudie s , pla nt vis its , e tc.) do little  be tte r
tha n those  tha t would be  obta ine d by s imple  e xtra pola tion of
pas t tre nds , which  we have  a lready s een  are  no  he lp  a t a ll.
[emphasis  supplied]4

In othe r words , if we  follow Mr. Ma lkie l's  logic, inve s tors  would be  no wors e  off

us ing a n inve s tme nt s tra te gy of throwing da rts  a t a  boa rd. If ne ithe r a na lys t

fore ca s ts  nor his torica l informa tion a re  of us e  to inve s tors , the re  is  no re a s on to

be lieve  tha t Mr. Irvine 's  use  of his torica l informa tion in combina tion with ana lys ts  '

es timates  is  any better a t measuring investor expecta tions.

If inves tors  re ly on ana lys ts ' growth ra te  forecas ts , those  a re  the  forecas ts  of

re le va nce  to the  de te rmina tion of e quity cos ts . De spite  the  cla ims  by Dre  ra n a nd

Ma lkie l a bout growth fore ca s ts  be ing ove rly optimis tic, the  e vide nce  s hows  tha t

growth forecas ts  s till pe rform bes t when e s tima ting the  COE for utility s tocks. Se e

Gordon, Myron, and Gould. Those  growth ra te s  influence  the  price s  inves tors  will

pa y for s tocks  a nd thus  impa ct the  divide nd yie lds . The  divide nd yie lds  cha nge

until the  s um of the  divide nd yie ld plus  thos e  growth ra te s  e qua l the  inve s tors '

pe rce ive d COE. Ha d the  growth fore ca s ts  be e n lowe r - a s  Mr. Irvine 's  me thods  of

computing growth sugges ts  they should be  .-. the  s tock prices  would be  lower and

dividend yie lds  would be  highe r but the re  would not necessa rily be  any diffe rence

in the  ultima te  e s tima te  of the  COE.
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Q- D O T HE REAS ONS YO U C IT E AS ADVANTAG E S O F T HE

C O MP AR AB LE E AR NING S AP P R O AC H C O NTR ADIC T T HE

4 Burton G. Malkiel. A Random Wall Down Wall Street. 2003, W.W. Norton & Co. New York. p. 173-174.



PROPRIETY O F USING ANALYST ESTIMATES?

No. Because the comparable earnings approach is less subjective, it  serves as a

reasonableness check on the DCF model results. This is a key distinction between

my cost  of capital analysis and Staffs. Staffs approach starts and ends with a

mechanical applicat ion o f  t he ir  f ina nc ia l  mo d e ls  w i t ho u t  a ny c he c k s  o f

reasonableness. So, even though my choice of inputs into the DCF model may be

subject ive, as are Mr. Irvine's,  my results pass both reality and reasonableness

checks, Mr. Irvine's do not.

Q- IS SUBJECTIVITY REDUCED BY THE USE OF HISTORICAL GROWTH

RATES?

No, but Mr. Irvine seems to think so. Id at 38. However, use of historical growth

rates in a prospective financial model like the DCF makes the historical growth

rates no less subjective in developing measures of investor's expectations.
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Q- O N  P A G E  3 9 ,  M R .  I R V I N E  C R I T I C I Z E S  Y O U  F O R  N O T  U S I N G

FORECASTS OF DIVIDEND GROWTH IN YOUR GROWTH

ESTIMATES. DO YOU HAVE A RESPONSE?

A.

A.

A. Yes. Firs t, as  I tes tified in my direct tes timony, the  constant growth DCF result

using projected DPS growth was at or below the cost of debt. See Bourassa DT at

28. Using DPS forecasts  from the January 26, 2007 Value Line, two of the three

sample  company indica ted COE are  fa r be low the  current cos t of debt. These

results are not reasonable or rational and would distort the DCF model's result.

Second, I do not use projected DPS estimates, in part, because of the three

sources  for analys ts  es timates  that I employ, Zack's , Value  Line , Standard and

Poor, only one provides projected DPS growth estimates .

Third, ea rnings  growth provides  a  more  meaningful guide  to inves tors '

long-term growth expectations. After a ll, it is  growth in earnings that will support



future  dividends  and sha re  prices . The re  is  an abundance  of evidence  a tte s ting to

the  importance  of ea rnings  in assess ing inves tor expecta tions . The  sheer volume of

ea rnings  forecas ts  ava ilable  from the  inves tment community re la tive  to the  sca rcity

of divide nd fore ca s ts  a tte s ts  to  the ir importa nce . Va lue  Line , Za cks , S &P ,

Thomps on Firs t Ca ll, to na me  a  fe w, a ll provide  compre he ns ive  informa tion on

inves tor's  e a rnings  forecas ts . Va lue  Line 's  principle  inves tment ra ting a s s igned to

individua l s tocks , Time line s s  Ra nk, is  ba s e d  prima rily on  e a rn ings . These

inve s tme nt informa tion provide rs  focus  on e a rnings  growth ra the r tha t divide nd

growth which indica te s  the  inve s tme nt community pla ce s  gre a te r importa nce  to

earnings  as  a  measure  on future  long-term growth.

c. Response to Staff's Testimony on Comparable Earnings and Risk
Premium.

Q- DO  YO U AG R E E  T HAT  C O MP AR AB LE  E AR NING S  ANALYS IS  AND

THE  R IS K P R E MIUM ANALYS IS  AR E  INVALID B E C AUS E  THE Y AR E

NOT " MARKET BAS ED" ?
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A. No, I d is a gre e  with  Mr. Irvine  on  th is  po in t. F irs t, a s  I have te s tifie d, the  ris k

pre mium a pproa ch is  founde d on dire ctly obs e rva ble marke t inte re s t ra te s . This

a ssure s  tha t the  risk premium es tima te s  of the  COE begin with a  sound bas is  and

are  tied to current capita l marke t cos ts . Id a t 40 .

S e cond, in  the  ins ta nt ca s e , we  a re  a tte mpting to  e s ta blis h  a  fa ir a nd

re a s ona ble  re turn on e quity for US LLC which will in turn be  us e d to e s ta blis h a

ra te  of re turn on the  fa ir va lue  of USLLC prope rty de vote d to public s e rvice . Tha t

ra te  base  is  an accounting or book ra te  base . The ra te  base  has not been adjusted to

re fle ct the  curre nt ma rke t va lue  of the  utility pla nt a nd a s s e ts  de vote d to public

s e rvice . In  othe r words , Mr. Irvine  is  a pplying a  ma rke t re turn de rive d from a

finance  mode l to the  Company's  book equity, which in turn is  financing a  book ra te



ba se . Thus , Mr. Irvine  is  ignoring the  fa ct tha t a  firm's  e a rnings , whe the r the y a re

re porte d a s  the  re turn on e quity or a s  e a rnings  pe r s ha re , a re  a ls o ba s e d on

a ccounting da ta , a s  oppos e d to ma rke t da ta . For e xa mple , e a rning pe r s ha re

("E P S ") is  c a lc u la te d  b y d ivid in g  n e t in c o me  in to  th e  n u mb e r o f s h a re s

outs tanding. The  curre n t ma rke t p rice  o f thos e  s ha re s  is  irre le va n t to  tha t

ca lcula tion

Third, ris k pre mium mode l I e mploy is  s imila r to the  mode l routine ly us e d

by the  Ca lifornia  Office  of Ra te pa ye r Advoca te  S ta ff to e s tima te  e s tima te s  of the

COE for wa te r utilitie s . The  importa nt cha ra cte ris tics  of the  Ca lifornia  Ra te pa ye r

Advoca te  S ta ff mode l a re  (1) the  us e  of e a rne d re turns  a s  the  proxie s  for e quity

cos ts  and (2) the  use  of forecas ted inte res t ra tes . In my opinion, authorized re turns

on equity ("ROEs") a re  expected to provide  a  conse rva tive  measure  of the  current

cos t of e quity for the  wa te r utilitie s  s a mple . S ince  2003 a nd 2004, whe n s ome  of

those  ROEs were  se t by regula tors , inte res t ra tes  have  increased and thus  the  cos t

of equity has  increased. The  authorized ROEs may a lso be  conserva tive  measures

of the  curre nt cos t of e quity be ca us e  s ome  of the m a re  the  re s ult of s e ttle me nts

Thus , to the  e xte nt tha t the  re porte d ROEs  in my dire ct s che dule  D-4.14 a re  the

result of se ttlements , they probably understate the  COE. I have  a  pre fe rence  for the

proxies  for equity cos ts  to be  authorized ROEs, not rea lized ROEs, for the  reasons  I

lis ted above, even though authorized ROEs may unders ta te  the  COE

Fourth, S ta ff conte nds  tha t a ctua l re turns  on e quity s hould be  ignore d

notwiths ta nding the  compa ra ble  e a rnings  s ta nda rd. Ins te a d, S ta ff a s s e rts  tha t

finance  models  should be  the  exclus ive  means  of de te rmining the  COE

24 Q. WHAT WOULD BE THE RESULT USING A COMPARABLE EARNINGS

ANALYSIS WITH MARKET DATA?

26 A. Us ing s a mple  group of publicly tra de d wa te r utilitie s  us e d by both the  Compa ny



a nd Mr. Irvine , the  his torica l ma rke t re turns  a re  much highe r tha n the  10.5% I

re comme nd. For e xa mple , the  following "tota l" re turns , which ta ke  into a ccount

both dividend payments  and increases  in s tock price , a re  reported in Value  Line :

Annua l Ave rageCompany

Amer. Sta tes

Aqua  Ame rica

Cal. Water

Conn. Wate r

Middle s e x

SJW Corp.

Average

Da ta  from Va lue  Line  (Janua ry 26, 2007). The  5-yea r his torica l compound annua l

re turn for the  wa te r utilitie s  sample  companies  is  13.34%.

5 Years

93.70%

87.50%

89.40%

-9.55%

31 .22%

213 .00%

84.21 %

18.74%

17.50%

17.88%

-1 .91%

6.24%

42.60%

16.84%

Q- WO ULD INVE S TO R S  C O NS IDE R  THE  TO TAL MAR KE T R E TUR NS  O F

A S TOCK?
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Ye s . From the  s ta ndpoint of a n inve s tor, a  true  ma rke t ra te  of re turn would ta ke

into a ccount both a nticipa te d divide nds  a nd ca pita l ga ins  re s ulting from future

changes  in the  price  of s tock. I e xpe ct Mr. Irvine  to a gre e  whe n he  te s tifie s  tha t

"the  cos t of e quity is  the  compe ns a tion inve s tors  e xpe ct for be a ring the  ris k of

owne rs hip of a  s tock." Se e  Irvine  DT a t 7 . As  I will te s tify la te r, his torica l ma rke t

re turns  for the  wa te r utility sample  companie s  a re  much grea te r than e ithe r myse lf

or Mr. Irvine  re comme nd for the  COE in the  ins ta nt ca s e . These  a re  no le s s

re levant to deve loping es timates  of inves tor expecta tions .

A.
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1 Q- DO INVESTORS CARE ABOUT THE RETURN ON EQUITY THAT A

COMPANY IS EARNING AND IS PROJECTED TO EARN?

3 Only if the y a re  looking to ma ke  s ound inve s tme nts , or s ta te d a nothe r wa y, of

cours e  the y do! Re turns  on e quity, e a rnings  pe r s ha re , a nd s tock price /e a rnings

ra tio s  a re  wide ly fo llowe d  a nd  re po rte d  by inve s tme n t s e rvice s ,  bus ine s s

ma ga zine s , a nd othe r fina ncia l me dia  outle ts . A compa ny's  e a rnings  pla y a  ma jor

role  in a ny inve s tme nt de cis ion - a  fa r gre a te r role , I be lie ve , tha n the  re sults  of a

CAPM or DCF mode l. The  highe r the  re turn on e quity, the  gre a te r the  compa ny's

earnings  and funds  are  available  to pay dividends  and to re invest in capita l projects

10 Q- YOU RELY ON THE COMPARABLE EARNINGS APPROACH

BECAUSE IT INDICATES A HIGHER RATE OF RETURN?

DO

12

13

14

1 7

No. I use  it because  not only because  it is  a  va lid approach and, a s  I have  tes tified

my c o mp a ra b le  e a rn in g s  a n d  ris k p re miu m a n a lys e s  s e rve  a s  a  c h e c k o f

re a s ona ble ne s s  for the  DCF re s ults . Se e  Boura s s a  DT a t 15. Re ga rdle s s  of the

particula r finance  mode l be ing used, the  results  of the  mode l should be  reasonable

and genera lly consis tent with the  re turns  on equity actua lly be ing earned

Ama zingly S ta ff h a s  n o t in c lu d e d  a  c o n s id e ra tio n  o f e ith e r a c tu a l

a uthorize d re turns  on e quity nor ha s  it include d a  cons ide ra tion of pa s t price

growth, book va lue  growth, or actua l marke t re turns  of the  companie s  in the  wa te r

utility s a mple . I a m s ure  Mr. Irvine  would  a dmit tha n  to ta l ma rke t re tu rns

influence  inves tor expecta tions  and admit tha t inves tors  place  diffe ring degrees  of

importa nce  to ma rke t re turns , EP S  a nd DP S  growth. S e e  Irvine  DT a t 34-35

Ama zingly, S ta ff doe s  not cons ide r othe r his torica l informa tion a s  a  che ck of

re a s ona ble ne s s  of the  growth ra te s  the y s e le ct a nd the  re s ults  of the ir fina ncia l

models . This  hardly re flects  a  ba lance  approach

26

A.

A.

Q- DOESN'T STAFF CONSIDER TOTAL MARKET RETURNS IN ITS



HISTORICAL MARKET RISK PREMIUM CAPM?

Yes. But the his torical market risk premium Staff uses  is  based on the S&P 500

consis ting mainly of very large U.S. companies . Mr. Irvine 's  water utility sample

consis ts  of mostly Micro-Cap companies . The larges t company, Aqua America

would be considered a  Mid-Cap. The financial data  show that mid-cap, low-cap

and micro-cap companies historical have higher returns than large-cap companies.

See  S tocks , Bonds , Bills  and Infla tion 2006 Year Book, lbbotson Associa tes ,

Chicago, 2005, at 28. As we have seen, the his torical returns on the water utility

sample are consistent with this historical financial data.

Q- P LEAS E CONTINUE.
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The basic idea of the s tandard constant growth DCF approach to estimating the

COE is  to infe r the  COE from the  current sha re  price  and from an es timate  of

inves tors ' expected future  growth. Exactly what prospective  measure  of growth

should be used (trends in earnings per share, dividends per share, book value per

share) and how the  information conta ined in these  various  measures  used by

investors is important in order to infer the investors ' true expected return. Although

the growth rate in the DCF model is  the expected rate of growth in dividends, it is

assumed that earnings, book value, and stock price all growth at the same constant

rate as dividends. Historically price, book value, earnings and dividends have not

grown at the same rate. See Bourassa DT at 27. Further, the investors ' return and

the cost of equity capital for an application to original cost rate base (book value)

are identical only when the market price is  equal to book value. In fact, the DCF

modelunderstates the COE when price and book are not close to unity (the market-

to-book ratio of the water utilities sample companies averages over 2.6).

A.

A.
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Q- ARE THE RESPECTIVE PARTIES APPLYING A MARKET BASED

RETURN TO A BOOK VALUE EQUITY AND RATE BASE?

Yes. As I have already alluded to, if we were to be technically correct, equity and

rate base should be stated at market value. Because we are applying a market

based COE to book value is another reason why actual and authorized returns of

the water utilities sample companies are relevant as checks of reasonableness to a

cost of capital analysis in this case. Mr. Irvine argues that historical DPS and EPS

information is relevant to investors. See Irvine DT at 35. Why wouldn't the same

apply to actual and authorized earnings? his historical EPS and

sustainable growth are based on book results and there is no evidence in this case

to suggest that investor expectations do not include consideration of the actual and

authorized earnings of the sample water utility companies .

After all,

Q- PLEASE RESPOND TO MR. IRVINE'S CRITICISM OF YOUR

RELIANCE ON PROJECTED INTEREST RATES IN YOUR RISK

PREMIUM ANALYSIS ON PAGE 40 OF HIS DIRECT TESTIMONY?

Using current rates to predict future rates, as Staff has done in its CAPM, does not

avoid the problem of predicting interest rates in 2008-2009, when USLLC's rates

will be in effect. Staff" s use of today's interest rates effectively assumes that those

interest rates will remain unchanged in the future. The COE should be determined

when new rates will be in effect, not a single point in time prior to new rates being

established.
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Q- HAVE YOU PREPARED A DIFFERENT MARKET RISK PREMIUM

ANALYSIS THAT IS ENTIRELY MARKET BASED?

Yes. Preliminarily I would like to state that I believe my risk premium analysis to

be valid. Putting this aside, I have prepared a bond risk premium analysis which is

entirely market based. See Cost of Capital Rebuttal Exhibit l.

A.

A.

A.
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The  a ve ra ge  bond ris k pre mium ove r the  mos t re ce nt 5  ye a r pe riod is

12.2l%. The  curre nt yie ld on a  long-te rm U.S . Tre a sury Bond is  4.9%, sugge s ting

a  curre nt indica te d COE of l7.6%. The  Blue  Chip forecasted yie ld for long-te rm

U.S. Treasury Bonds  is  5.15%, sugges ting a  current indica ted COE of 17.6%. The

10 and 15 yea r ave rage  risk premiums  a re  fa r grea te r a t 15.14% and 14.4l%, and

us ing e ithe r current or forecas ted inte re s t ra te s , the  indica ted COE a re  we ll above

18%.

Q- P LEAS E EXP LAIN YUUR  EQ UITY R IS K P R EMIUM ANALYS IS ?

As  a  proxy for a  ris k pre mium a pplica ble  to my wa te r utility s a mple , a  his torica l

ris k pre mium for the  s a mple  is  e s tima te d with a n a nnua l time  s e rie s  a na lys is  a s

a pplie d to my wa te r utility s a mple  compa nie s . The  ris k pre mium is  e s tima te d by

computing the  annua l re turn on equity capita l for the  compos ite  of the  wa te r utility

sample  companies  for each yea r us ing the  actua l s tock prices  and dividends  of the

wa te r utility s a mple  compa nie s , a nd the n s ubtra cting the  long-te rm gove rnme nt

bond for tha t yea r. The  compos ite  of the  wa te r utility sample  companie s  is  a  va lue

we ighte d inde x which me a ns  tha t e a ch compa ny in the  inde x re ce ive s  a  we ight

proportiona l to the  ma rke t va lue  of its  e quity. Va lue -we ighte d inde xe s  ha ve  the

us e ful prope rty of tra cking the  pe rforma nce  of a  buy a nd hold inve s tme nts  in the

underlying s tocks . The  S&P 500, for example , is  a  va lue  we ighted index.

Q. WHAT IS  S UGGES TED BY YOUR BOND RIS K P REMIUM ANALYS IS ?

A. It sugges ts  tha t the  true  cos t of capita l may be  much highe r than any of the  pa rtie s

have  recommended in this  ca se . It a lso confirms  my conclus ion tha t a  10.5% ROE

is  conse rva tive .
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Q-

D. Res pons e to  Staff's  Tes timony on Unique Ris ks .

DO  YO U HAVE  ANY R E S P O NS E  T O  T HE  T E S T IMO NY MR .  IR VINE

P R E S E NT S  AT  P AG E  4 2  O F  HIS  DIR E C T  T E S T IMO NY AB O UT  T HE

A.
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RISKS FACED BY SMALL ARIZONA UTILITIES LIKE USLLC

COMPARED TO SAMPLE WATER UTILITY COMPANIES?

Yes. Mr. Irvine's position is based on financial theory. At the core of the financial

theory is the so-called "Modern Portfolio Theory" ("MPT") which deals with the

management of stocks and other securities that are publicly traded on national stock

exchanges. Like any theory, the MPT makes certain assumptions,  such as the

assumpt ion t hat  all investo rs ho ld fully diversified po r t fo lio s o f st ocks.  As

explained by Mr. Irvine, market risk is the only relevant risk to investors holding

diversified portfolios. Firm-specific r isk ("unique risk") can be eliminated by

holding a diversified portfolio. See Irvine DT at 10-1 l.
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Q. DO YOU DISAGREE WITH MR. IRVINE REGARDING FIRM-SPECIFIC

RISK?

NO. Both Mr. Irvine and I use a sample of publicly traded water utility companies

as a starting point in our respective cost of equity analyses. However, unlike Mr.

Irvine, who starts and ends with that analysis, I recognize that the USLLC, like

other small water utilities in Arizona, is not directly comparable.  The problem is,

we simply do not have market data for small water utilities to directly assess how

an investor would price those risks .

Firm size, for example, is not a unique risk. The size phenomenon is well

documented in the financial literature. Small companies have very different returns

t han large  o nes and o n average  t ho se  re t urns have been higher . Ibbotson

Associates' widely used compilation of historical returns from 1926 to the present

reinforces the evidence (See Stocks, Bonds, Bills and Inflation 2006 Year Book,

Ibbotson Associates, Chicago, 2005). Ibbotson Associates' shows the average

annual return of I2.3% is for large company stocks while returns for micro-cap,

lo w-cap  and  mid-cap  s t o cks  a r e  18 . 8%,  15 . 7%,  and  l4 . 2%,  r espec t ive ly,

A.

A.
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s ignificantly higher than those  for la rge  company s tocks . The  s ize  e ffect is

particularly re levant for small utilities . Not only do these small utilities possess

higher risks than their larger counterparts , they are subjected to a significant size

effect, strongly suggesting that their cost of equity is higher.

The view that small water utilities  are not directly comparable to the large

publicly traded water utilities does not violate any tenet of modern financial theory.

Modem financial theory of investment behavior rests on the notion that the specific

ris k compone nt not e xpla ine d by the  ma rke t ca n be  dive rs ifie d a wa y by the

investor. In the instant case, we are not talking about the specific risks to USLLC

per sh, but the market risk associated with small water utilities  like USLLC which

we unable to measure.

Q- P LEAS E CONTINUE.
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Accepting for argument sake that the  abstract proposition that a ll investors  hold

dive rs ifie d portfolios  a nd tha t the re  is  no de ba te  a bout wha t cons titute s  a

divers ified portfolio, am sure Mr. Irvine would agree that the risks of the sample

water utilities  would be  cons idered and priced by inves tors  holding divers ified

portfolios . We  know this  to be  true  because  it would be  nonsense  to say tha t

investors do not care about stock prices and values of equity being lower because a

utility has risks not faced by other utilities . Such risks may be the risks priced by

investors holding diversified portfolios, if beta is  relevant to investors. Each of the

publicly traded utility companies  in Mr. Irvine 's  water utility sample has a  market

beta, but not all of the betas are the same. See Staff Schedule SPI-6. Arguably, the

ris ks  for e a ch of the  s a mple  wa te r utilitie s  ha ve  be e n price d diffe re ntly by

investors, otherwise, the betas would all be the same.

Based on the  foregoing, and a lso assuming for argument sake that MPT

applies  to small non-publicly traded companies like USLLC, I would also expect

I

A.
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tha t Mr. Irvine  would a gre e  tha t the  ris ks  for s ma ll priva te ly he ld utilitie s  in

Arizona would be  priced by inves tors  holding divers ified portfolios . If there  is  a

lack of divers ification, limited revenues  and cash flow, small customer base, higher

regula tory risk, and higher liquidity risk, inves tors  do care  and risk is  higher. We

do not have market data  for small water utilities  and thus  we do not have a  beta

es timate based on the market for USLLC, but I expect it is  higher than the average

beta  of Mr. Irvine 's  sample companies . Mr. Irvine  s imply as sumes  that USLLC

has the same level of risk as  do the utilities  in his  sample and assumes the average

be ta  for his  s ample  water utilities  is  the  be ta  for USLLC. See Irvine  DT at 26.

Ultimately he recommends  the average of his  cos t of equity ("COE") results  from

his  wa te r utility s a mple  a s  the  COE for US LLC. He  doe s  this  without a ny

evidence that USLLC has the same risks as the water utility sample companies.
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Q. O THE R  C O MMIS S IO NS S HARE THE VIE W THAT S MALL

UTILITIES  HAVE HIGHER RIS KS  NOT CAP TURED BY THE MARKET

DATA?

DO

Yes. The  Ca lifornia  P ublic  Utilitie s  Commis s ion ("CP UC"), for e xa mple ,

recognizes  that s ince market data is  not available for smaller water utilities  higher

rates  on returns  are necessary. Based on a s tudy prepared by the CPUC Staff and

adopted by the  CPUC (CPUC Decis ion 92-03-093, March 21, 1992), the  CPUC

concluded that smaller utilities  are more risky than larger ones  and required higher

equity re turns . Accordingly, the  CPUC employs  a lternative  methods  for different

clas s es  of utilities . Attached a t Cos t of Capita l Rebutta l Exhibit 2 is  a  copy of a

memo from the  CPUC S ta ff to the  Director of the  Wate r Divis ion. This  memo

explains  the CPUC's  approach to determining the returns  on the various  classes  of

water utilities  as  defined by the CPUC. The CPUC class ifies  water utilities  based

on the number of customers - Class  D (<500), Class  C (500-l,999), Class  B (2,000-

A.
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9,999) a nd Cla s s  A (>10,00()). As  the  me mo s hows , the  CP UC provide s

guide line s  on re turns  for Cla s s  C a nd D wa te r utilitie s  in the  ra nge  of ll.65% to

l3 .40%. For Class  B, it averages  the  most recently authorized Class  C and Class

A re turns . US LLC wo u ld  b e  c la s s ifie d  a s  a  C la s s  D u tility b y th e  CP UC.

According to the  memo, an appropria te  range  for USLLC would be  in the  12.4% to

13 .4% range.

Q- WHAT  HAS  HAP P E NE D T O  INT E R E S T  R AT E S  S INC E  T HIS  ME MO

WAS  WRITTEN IN 2004?

The  have  genera lly increased. Accordingly, I suspect the  range  of a llowed equity

returns has been adjusted as a  result.

Q. IS T HE AR IZO NA C O R P O R ATIO N C O MMIS S IO N BO UND B Y

DECIS IONS  OR S TAF F  MEMORANDUMS  OF  THE CP UC?

No. Tha t is  not the  point. My point in  re fe re ncing the  re turns  a llowe d by the

CP UC for s ma ll utilitie s  is  four-fold. Firs t, othe rs , like  the  CP UC, re cognize  tha t

la rge  utility companie s  a re  not directly comparable  to sma ll ones  and tha t the re  is

no ma rke t da ta  for sma ll wa te r utilitie s . Se cond, othe rs , like  the  CPUC, re cognize

tha t the re  is  a  dis tinct diffe re nce  be twe e n la rge  a nd s ma ll utilitie s  in  te rms  of

bus iness  and opera tiona l risks . Third, because  the  bus iness  and opera tiona l risks

a s s ocia te d with s ma ll wa te r utilitie s  is  highe r, s ma ll wa te r utilitie s  re quire  highe r

re turns . And fourth, the  CP UC guide line s  provide  for re turns  for s ma ll wa te r

utilitie s  fa r in excess  of the  re turn I recommend in the  ins tant case .

Q- DO STUDIES BY OTHERS SUPPORT THE VIEW THAT SMALLER

UTILTIES ARE MORE RISKY THAN LARGER ONES?
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Ye s . In a  s tudy conducte d by Dr. Thoma s  Ze pp (he re ina fte r "Ze pp"), he  s howe d

tha t, on ave rage , sma lle r publicly traded wa te r utilitie s  had a  COE 99 bas is  points

A.

A.

A.
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higher than the average COE for larger publicly traded uti1ities.5

Q. DOES THE FACT THAT THE COMMISSION IN THE TWO CASES

CITED BY MR. IRVINE ON PAGE 41 OF HIS DIRECT TESTIMONY

REJECTING THE FIRM SIZE FACTOR IN ARIZONA RATE SETTING

CHANGE YOUR VIEW THAT SMALL UTILITIES ARE MORE RISKY

THAN LARGER ONES?

No. In the Black Mountain Gas Company ("Black Mountain") case (Decision

64727, April 17, 2002), the Commission did not conclude the "firm size

phenomenon" did not exist. The order merely summarized the argument made by

Staff which said "Staff argues that a study has shown the firm 'size phenomenon'

does not exits for regulated utilities, and that therefore there is no need to adjust

risk for small firm size in utility regulation'. Id at 16. This statement was not a

conclusion of the Commission. What the Commission concluded in that order was

that Staff "...performed a rigorous cost of capital analysis, and [the Commission

finds] that its recommendations on that analysis are reasonable and withstand the

Company's critique." Id There is no meaningful explanation and/or reasoning

provided by the order that would lead me to conclude there was an explicit

rejection of the "firm size phenomenon". Black Mountain is a much larger utility

than is USLLC and was classified as a Class A utility for purposes of that case. Id

at 2. Also, Black Mountain did not prepare a COE study to support its proposed

return on equity and I do not know what evidence Black Mountain provided, if any,

in support of its position on the firm size premium. Id at 15. At best, one can

infer that the Commission was not swayed by Black Mountain's arguments and

concluded that no size premium applied to Black Mountain. But, this conclusion
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Zepp, Thomas M. (2002, August).

Economics and Finance,578-582.

5 Utility S tocks  a nd the  s ize  e ffe ct revisited. The Quarterly Review of

A.
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does not extend to all Arizona regulated utilities.

In the Arizona Water Company ("Arizona Water") case (Decision 64282,

December 28, 2001), the Commission concluded that for Arizona Water a size

premium was not warranted. Id. at 19. It did not conclude this for all Arizona

regulated utilities as Mr. Irvine implies. Arizona Water was also classified as a

Class A utility in that case and is much larger than is USLLC. It owns and operates

18 water systems in Arizona and at the time of the case had over 60,000 customers.

Id at 1. Clearly, the magnitude of the risks faced by Arizona Water are not

comparable to USLLC.

E. Staff's DCF Estimates Are Unreasonablv Low Due to Staff's Biased
Selection of Inputs.

EXPLAINQ. PLEASE WHY YOU BELIEVE STAFF'S CONSTANT

GROWTH DCF MODEL PRODUCES A COST OF EQUITY THAT IS

UNREALISTICALLY LOW.

In Staff s constant growth (single growth stage) DCF model, Staff relies heavily on

historical DPS and EPS growth. As I explained in my direct testimony, one of the

reasons I did not use historical DPS and EPS growth is because the indicated COE

produced by the DCF model using these growth rates is less than the current cost

of debt. See Bourassa DT at 28. Staff uses 10-year historical DPS and EPS growth

rates, However, the results are not much better than using the 5-year historical

data.

Q. WHAT ARE THE GROWTH RATES USED BY STAFF?

The following table shows the growth rates Mr. Irvine uses in implementing the

constant growth DCF model (see Staff Schedule SPI-7);

Type of Growth

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26
Dividends per
("DPS") Growth

Share

Historic

2.7%

Projected

5.0%

A.

A.
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Type of Growth His toric Projected

Earning per
(EPS") Growth

S ha re 4.2% 7.9%

Intrins ic
Growth

(Susta inable) 5.8% 8.4%

Average 4.2% 7.1%

Sta ffs  give s  the  his torica l growth ra te s  50% we ight in its  mode l. Us ing the  ove ra ll

his torica l ave rage  growth ra te , the  indica ted COE is  nea rly a t the  projected cos t of

Ba a  bonds  (6 .9%). The  DCF mode l us ing  S ta ffs  ove ra ll h is torica l a ve ra ge

produces  an indica ted COE of 7.0%:

(1) S ta ff DCF -- His torica l Growth

Q S

2.8%

+ _G
4.2%

K

7.0%

Q- W H A T  A R E  T H E  IN D IC A T E D  C O S T S  O F  E Q U IT Y J U S T  U S IN G

S TAFF 'S  HIS TORICAL EP S  OR DP S  GROWTH?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. The  indica ted cos ts  of equity us ing his torica l DPS growth and his torica l EPS

growth are 6.8% and 5.5%, respectively. See Cost of Capital Rebuttal Exhibits  3

and 4. Perhaps even more revealing is that Staff excludes an EPS growth rate for

one of its  water utility sample companies  because it is  negative. See Schedule

SPI-4. Mr. Irvine would like us to believe that his  analysis  is  less  subjective. See

Irvine  DT a t 38. But if a  negative growth rate can be excluded because it is  not

rea lis tic, then why shouldn't the  othe r growth ra tes  be  e limina ted on a  s imila r

bas is . If inves tors  view his torica l information jus t a s  important a s  forecas ts  of

growth, as Mr. Irvine claims, then why should a negative growth rate be excluded?
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There  is  no requirement on the  DCF model that negative  growth ra te  cannot be

used. Common sense tells us a negative growth rate should not be used because it

is  unrea lis tic. But a  negative  growth ra te  is  no more  unrealis tic than the  growth

rates that produce indicated COEs at or below the cost of debt.

Q- E XC US E  ME  MR .  B O UR AS S A,  B UT DO N' T R E C ALL S E E ING

INDIVIDUAL COMP UTATIONS  LIKE THES E IN S TAFF'S  S CHEDULES

OR TES TIMONY. WHY IS  THAT?

I

A. Because Staff does not show the individual results  of their selected growth rates.

S ta ff has  "hidden the  ba ll" so to speak. My rebutta l exhibits  show tha t S ta ff" s

individual results  for the sample utilities  show indicated costs  of equity as low as

3.3%! Further, a  s ignificant number are  below 52%, i.e ., the current yield on 30-

day Treasuries . Two-thirds of the indicated costs  of equity are  below the current

cost of debt. This is truly remarkable.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q-

F. Staff CAPM Es timates  Underes timate the Current Cos t of Equity.

LE T' S  MO VE  O N TQ  S TAF F  C AP M E S TIMATE S . WHAT IS  THE

ESTIMATED BETA FOR USLLC STAFF HAS USED IN ITS  CAPM?

Staff used an average of the betas  estimated by Value Line for each utility in its

sample group to implement the CAPM. Staff computed an average beta of 0.82 for

the s ix water utilities  in its  sample group. Id at 27.

As I have tes tified, Staff has not presented any evidence or data suggesting

tha t USLLC, if it were  publicly traded, would have  a  be ta  equa l to tha t of the ir

utility sample  group. They have made no a ttempt to analyze the  particular risks

associa ted with an inves tment in USLLC and to compare  those  risks  with the

publicly traded water utilities  in their sample groups. They have simply assumed

that all water utilities, regardless of a particular utility's size and other firm-specific

characteristics, have the same beta as the publicly traded water utilities.

A.
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Q- HOW DOES STAFF COMPUTE THE MARKET RISK PREMIUMS USED

IN ITS CAPM?

A. Sta ff does  not compute  an his torica l MRP. S ta ffs  his torica l MRP is  ba s e d on the

S&P 500 ma rke t re turns  from 1926 to 2004 re porte d by Ibbotson a nd is  7.5%. Id.

a t 28. S ta ff s  curre nt MRP is  de rive d by s olving the  CAPM e qua tion for the  MRP

us ing S ta ffs  de rive d ma rke t ba se d DCF ROE of 10.48%, a  30-ye a r Tre a sury note

of 4.9%, a nd a  be ta  of 1.0. S ta ffs  curre nt MRP  in the  ins ta nt ca s e  is  5.6%. I d

As ide  from this  me thod be ing e xtre me ly uns ta ble , S ta ff us e  of me dia n va lue s  of

divide nd yie ld a nd growth for its  ma rke t ba se d DCF ROE ske w the  CAPM re sults

s ignifica ntly downwa rd.

Q- EXC US E ME,  MR . B O UR AS S A, DID YO U TES TIF Y THAT S TAF F  US ES

ME D IAN VALUES  INS TEAD OF AVE R AG E VALUE S  IN DE R IVING  THE

CURRENT MRP ?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes. S taff uses  median va lues  for the  dividend yie ld and the  growth ra te  in the

DCF method used to compute a current market ROE. The dividend yie ld is  the

median dividend yie ld for the  next 12 months  of the  Value  Line  Index dividend

paying stocks. The growth rate is based on the median price appreciation potential

for the next 3-5 years  of the 1700 stocks in the Value Line Index. However, the

use  of the medians is  some what confusing as  Staff uses  an arithmetic average

based growth ra te  in its  his torica l marke t risk premium CAPM. What is  further

disturbing is  that the median values are considerably less than the average values.

For example, the average dividend yield for the Value Line Index for the next 12

months of the Value Line Index dividend paying stocks is 2.15%. Compare this  to

the median dividend yield of 1.7% used by Staff. The average price appreciation

is over 10.75%. Compare this  to the median price  appreciation of 8.78% used by

S ta ff. Id.

A.
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ARE YOUR COMPARISONS CONSISTENT WITH THE DATES UPON

WHICH STAFF PREPARED ITS CURRENT MRP?

Yes. Staff acquired its median values for dividend yield and price appreciation

and prepared its current MRP using the Value Line reports published on October

27, 2006. The data upon which I computed the average values for the dividend

yield and price appreciation for the Value Line Index are from the October 31,

2006 Value Line Analyzer Software database. So, the comparisons are valid.

WHAT WOULD BE THE IMPACT ON STAFF'S CAPM RESULTS USING

THE AVER.AGES RATHER THAN THE MEDIANS AS INPUTS INTO THE

DCF COMPUTATION TO DETERMINE THE CURRENT MARKET RISK

PREMIUM?

The  curre nt ma rke t ris k pre mium CAP M would produce  a n  indica te d  COE of

ll . 4 %. Compa re  this  to 9.5% a s  s hown on S ta ffs  S che dule  S P I-2. S ta ffs

a ve ra ge  CAPM re sult would be ll . 2 %, 100 bas is  points  highe r than Sta ff's 10.2%

as shown on Staff Schedule  SPI-2.

1

2

3

4

5

6

7

8

9

10

13

1 4

15

16

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

G. Restatement of Staff Cost of Equity Results.

BASED ON THE USE OF ARITHMETIC MEANS RATHER THAN

GEOMETRIC MEANS FOR STAFF'S DCF GROWTH AND EMPLOYING

MEANS RATHER THAN MEDIANS TO DERIVE A MARKET RISK

PREMIUM FOR THE CAPM, WHAT WOULD STAFF'S OVERALL

RESULTS BE?

S ta ffs  o ve r a ll COE re s u lt wo u ld  b e l0 .2 %, 60  ba s is  poin ts  h ighe r tha n  its

recommended 9.6%. The  10.2% result includes  the  use  of the  low his torica l DPS

and EPS growth ra tes . Thus , I be lieve  the re  is  a t lea s t a  minimum 60 bas is  point

downward bias  in Staff' s  COE analys is  in the  ins tant case .

A s ignifica nt proble m with S ta ff s  a pplica tion of the  DCF a nd CAP M is  in

A.

A.

A.
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the  choice  of the  inputs  Sta ff employs  and the  reasonableness  of the ir assumptions .

When they are  examined in de ta il, it becomes apparent tha t the ir respective  choices

skew the  results  of mode ls  downward.

Q. DOES THAT CONCLUDE YOUR REBUTTAL COST OF CAPITAL

TESTIMONY?

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Ye s .A.

-25-



Utility Source, L.L.C.
Summary of Results

Exhibit
Schedule D-4.0
Witness: Bourassa

DCF Constant Growth
DCF Sustainable Growth
DCF Two-Stage

Low
9.8%
8.3%
9.2%

High
12.0%
10.5%
11.5%

Midpoint
10.9%

9.4%
10.4%

Risk Premium - Actual Returns
Risk Premium - Authorized Returns

10.1%
10.80/,

10.2%
11.3%

10.2%
11.1%

Actual Returns
Authorized Returns

4.2%
9.9%

11.7%
12.7%

8.0%
11.3%

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

Water Utility Industry
2006
2007
09_11

9.0%
10.0%
10.5%
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State of California

M e  m 0 r a n d u III

Date: May 21, 2004

Izetta  C. R. Jackson, Director .-- Water Division

Fro m : P ub lic  Utilitie s  Commis s ion -
San Francis co
Seaneen M. Wilson, FEIV

Subject: Concerns regarding now Rates of Return and Returns on Equity are
determined for Class A, B, C, and D Water Utilities

Overview

I would like  to  a ddre s s  two is s ue s  in  this  me mora ndum - 1) Conce rns  re ga rding the

de te rmina tion of a  Ra te  of Re turn (ROR) for De l Oro Wate r Company, and 2) Explana tion of the

specific methods used to determine the ROR for the various classes of water utilities.

Concerns Regarding Del Oro ROR

P rior to the  Ma y 6th Commis s ion me e ting, a n a dvis or ra is e d conce rns  re ga rding the

de te rmina tion of the  Ra te  of Re turn (ROR) of 8.53% for De l Oro Wa te r Compa ny (De l Oro)

(Agenda Item 16 a t May 6th Commission Meeting). There  was a  concern that the  ROR for this  Class

B water utility was 100 basis  points  lower than ROR's  recently authorized for Class  A water utilities .

Firs t of a ll, the  recommended ROR for De l Oro is  not 100 bas is  points  le ss  than the  ROR's

most recently authorized for Class  A water utilities . In particular, a t the  May 6m meeting, California-

American Water was authorized a  ROR of 6.74% (D.04-05-023) and the next most recent authorized

ROR is  8.79% for S outhe rn Ca lifornia  Wa te r (D.04-03-039). Not only a re  the se  re turns  not 100

basis points greater than that recommended for Del Oro, in the  case  of California-American, its  ROR

is 179 basis points lower than that recommended for Del Oro.

Second, as  described be low, there  is  a  particula r method for de te rmining the  ROR for each

Class of water utility. If the  suggested adjustment of a  100 basis  point increase  is  made to the  ROR,

the  Return on Equity (ROE) for this  Class  B water utility would be  grea ter than tha t authorized for a

Class D water utility, which is  not appropria te . (see  deta iled discussion below)

1

To :

EXHIBIT 2



Me th o d s  fo r d e te rm in in g  ROR fo r Diffe re n t Cla s s e s  o f Wa te r Utilit ie s

One of the duties of this Commission is to authorize the ROR and ROE for Class A, B, C,

and D water utilities. Given the different characteristics of and risks faced by each class of water

utility, the ROR and ROE are calculated differently for each.

Class A .- 10,000 or more customers
The  ROR for Cla s s  A wa te r utilitie s  is  de te rm ine d by s um m ing the  we ighte d cos t of e a ch

compone nt of the  ca pita l s tructure  (cos t fa ctor time s  pe rce nta ge  of ca pita l s tructure ). This  ca pita l

s truc ture  is  norm a lly m a de  up of long-te nn de bt a nd com m on e quity.  The  long-te rm  de bt cos t is

ba s e d on the  ra te s  e a ch compa ny pa ys  its  le nde rs  a nd the  ROE is  de te rmine d by the  Commis s ion

a fte r a s s e s s ing the  re s ults  of m a rke t ba s e d m ode ls  run on a  com pa ra ble  group of wa te r utilitie s .

(Example  a ttached a t p. 4 -- Table  1-1)

Cla s s  B - 2,000 .- 9,999 cu s to mers
The  RO R fo r C la s s  B wa te r u tilitie s  is  de te rm ine d  in  a  s im ila r fa s h ion ,  e xc e p t fo r the

ca lcula tion of the  ROE. S ince  ma rke t da ta  is  not a va ila ble  for wa te r utilitie s  compa ra ble  to Cla s s  B

(compa nie s  of this  s ize  a re  not publicly tra de d), s ta ff a ve ra ge s  the  mos t re ce ntly a uthorize d Cla ss  A

a nd Cla ss  C ROE's  in orde r to de te rmine  the  a ppropria te  ROE for a  Cla ss  B compa ny (se e  a tta che d

ta ble s  a t p.5 .-- Cla s s  B Ta ble s ). The  compa ny spe cific ca pita l s tructure  a nd cos t of long-te rm de bt'

a re  the n combine d with this  Cla ss  A & C a ve ra ge  ROE to de te rmine  the  ove ra ll ROR for the  Cla ss  B

wa te r utility.

Del Oro ROR
As  the  firs t Cla s s  B Ta ble  shows  (pa ge  5), the  ROR ca lcula te d for De l Oro is  8.53%. This  is

ba se d on a  combina tion of the  compa ny spe cific ca pita l s tructure  a nd cos t of long-te rm de bt a nd the

a ve ra ge  of the  re ce ntly a uthorize d Cla s s  A a nd C re turns . A s ugge s tion ha s  be e n m a de  tha t this

compa ny re ce ive  a  ROR of 9.50%. If this  ROR is  plugge d into tha t ca lcula tion, the  re s ulting ROE

would be  l3.57%, which is  gre a te r tha n the  highe s t ROE curre ntly be ing re comme nde d for Cla s s  D

wa te r utilitie s  of 13.4% (pa ge  6).

Cla s s  C & D - C = 500- 1,999 c u s to m e rs  / D = 1 - 499 c u s to m e rs
The  ROR for Cla s s  C a nd D wa te r utilitie s  is  de te rm ine d ba s e d on proce dure s  a dopte d in

1 D.92-03-093, p. 30, "AS to rate of return, we will continue to deal with Class B utilities on a case by case
basis."

2



D.92-03-093.2 Since  most Class  C and D water utilities  do not have  any long-te rm debt, (or, if they

do it is  cove red by a  principa l and inte re s t surcha rge  and not included in ra te s ) the ir tota l capita l

structure  consists  of common equity. The ROE that is  determined for Class C and D water utilities  is

a lso the  ROR. Pe r D.92-03-093, e ach yea r the  Wa te r Divis ion reviews  the  movement of inte re s t

ra te s  in the  pa s t ye a r a s  we ll a s  ROEs  a uthorize d for Cla s s  A wa te r utilitie s  to de te rmine  the

appropria te  ROEs for the  Class  C and D water utilities . (See  a ttached March l, 2004 memo) If there

is materia l movement up or down in interest ra tes or the authorized Class A ROE's, then the range of

ROEs recommended for Class  C and D wate r utilitie s  is  adjus ted in the  same direction. A range  of

ROE's  is  provide d s o tha t the  a na lys t ca n cons ide r the  s pe cific ris ks  fa ce d by e a ch individua l

company in a particular cIass.3

If you have  any questions  or would like  to lead more  about cost of capita l for wa te r utilitie s , please

contact me at 4 l5-703-1818 or smw@cpuc.ca.gov.

2 D.92-03-093, p. 29, "Beca us e  we recognize  tha t Cla s s  C a nd Cla s s  D wa ter utilities  a re  funda menta lly
diffe rent from Cla s s  A wa ter utilities  in te rms  of the  opera tiona l a nd fina ncia l ris ks  they fa ce , it is  not
a ppropria te  to tie  the  ra nge  of re turns  to thos e  of Cla s s  A utilities . Ins tea d, we  will ha ve  CACD prepa re  a n
a nnua l recommenda tion to the  Commis s ion on the  a ppropria te  ra nge of re turns  fro Cla s s  C a nd D utilities .
Cons idera tion will be  given to cha nges  in fina ncia l conditions  a nd s ubs ta ntia l cha nges  in opera tiona l
conditions  meriting a djus tment to the  ra nge of rea s ona ble  re turns ."
3 D.92-03 -093, p. 29, "Us e  of a  ra nge  a llows  for a cknowledgement of differences  in wa ter qua lity, s ervice , a nd
ma na gement.".
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Capital
Structure

Co s t

Fa c to r
Weighted

Cost

Tes t Year 2003

Tes t Year 2005

Tes t Year 2006

Ta b le  1-1

Long-Te rm Debt
Common Equity

Tota l

55.92%

44.08%
100.00%

7.39%

9.54%

4.13%

4.20%
8.34%

Tes t Year 2004
Long-Term Debt
Common Equity

Tota l

57.56%
42.44%
100.00%

7.28%
9.54%

4.19%
4.05%
8.24%

Long-Te rm Debt

Common Equity

Tota l

58.35%

41.65%

100.00%

7.16%

9.54%

4.18%

3.97%

8.15%

Long-Term Debt

Common Equity

Tota l

58.40%

41.60%

100.00%

7.46%

9.54%

4.36%

3.97%

8.32%
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Description Capital Ratios Cost Factors Weighted Cost
Factors

Description ROE

Cla s s  B Ta b le s

Del Oro Group of Companies
Cost of Capital

Long Term Debt
Common Equity

67.20%
32.80%

7.57%
10.98%

5.09%
360%

Rate of Return 100% 8.69%

Del Oro Group of Companies
Class B Water ROE

Most Recently Authorized Class A ROE
Average of Range of Class C ROE's
recommended by Water Division

9.80%

12.15%

Average 10.98%

5



Based on our analysis  of financia l market changes within the  last year and the  high operational risks
faced by Class C and Class D water companies, we are recommending no change in the return ranges
for Class C and Class D water utilities  informal genera l ra te  cases. For 2004, we are  recommending
Return on Equity (ROE) ranges of:

Clas s  C - 11.65% to  12.65% (no change from last year)
Clas s  D - 12.40% to  13.40% (no change from last year)

State of California

M e m o r a n d u m

Date: March 1, 2004

The  Commission

F ro m : Kenneth K Louie, Chief, Audit & Compliance Branch
Izetta Jackson, Director, Water Division

Subject: Rate of Refurn for Small Water Utilities (Class C and Class D)

This  memorandum updates  the  Water Divis ion's  recommended ra tes  of re turn for Class  C (<2,000
customers) and Class D (<500 customers) water companies, as required by D.92-03-093 in Phase I of
1.90-11-033 (Water Risk OH).

In se tting ra tes  of re turn for other utilities , the  Commission has recognized changes in interest ra tes
as well as the economy generally. At the same time, the Commission has cautioned against lock-step
conformity to the se  fa ctors . The  Wa te r Divis ion's  Audit & Complia nce  s ta ff ha s  de ve lope d its
recommendations accordingly.

• Ove ra ll, inte re s t ra te s  ha ve  de cre a se d s ince  la s t ye a r. As  of

p

p

p

To:

Fina ncia l Ma rke t Outlook:
February 2004:

The average yie ld on 90-day Treasury Bills  is  .92%, as compared to 1.03% for 2003,
representing an ll basis  point decrease ,
The  average  yie ld on a  1-Year Treasury is  1.25%, as  compared to 1.24% for 2003,
representing a 1 basis point increase,
The  ave rage  yie ld on a  5-Yea r Treasury is  3.10%, a s  compared to 2.97% in 2003,
representing a 13 basis point increase: and
The  a ve ra ge  Long-te ml Tre a s ury is  5 .03%, a s  compa re d  to  4 .96% in  2003,

6
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repre senting a  7 bas is  point increase .

p It should a lso be  note d tha t the  inte re s t ra te  fore ca s ts  for 2004 a re  some wha t highe r
than those  experienced in 2003 :

90-da y Tre a s ury bill is  fore ca s t to be  l.l0%,
l-Ye a r Tre a sury is  fore ca s t to be  l.57%,
5-Ye a r Tre a sury is  fore ca s t to be  3.39%, a nd
Long-Te rm Tre a sury is  fore ca s t to be  5.30%.

•

•

•

•

In deve loping its  ROE recommendations , Water Divis ion's  Audit & Compliance  s ta ff a lso observes
any changes from the previous years authorized returns for Class A water companies.

Authorize d ROE's  for Cla s s  A wa te r utilitie s  ha ve  re ma ine d fa irly cons ta nt s ince  la s t ye a r,
ave raging 9.93% in 2003 .

Water Divis ion s ta ff a lso eva lua tes  the  high risk factors  inherent in the  Class  C and Class  D wate r
companies, taking into account that:

ROE should be  high enough to encourage  ra te  base  inves tment, and
RO E  s hou ld  be  we ll a bove  the  c os t o f de b t. This  com pe ns a te s  owne rs  of s m a ll wa te r
com pa nie s  for fina ncing wa te r pla nt with pe rs ona l borrowings , which is  ris ky. S m a ll wa te r
companies  a re  s till prone  to business  fa ilure s  and uncompensa ted takeove rs .

In D.92-03-093, the  Commiss ion ha s  a llowe d ra te  of re turn to be  se t a t a  le ve l a bove  or be low the
recommended ranges  if warranted by the  facts  of a  pa rticula r case  and e s tablished the  1992 s tanda rd
re turns  shown for Cla ss  C a nd Cla ss  D wa te r utilitie s . Thus , our re comme nde d re turns  a re  s ta te d a s
"ranges" so tha t Wa te r Divis ion s ta ff may recognize  diffe rences  in such items a s  wa te r and se rvice
qua lity and management e ffectiveness , on a  case -by-case  basis . S ince  tha t time , seve ra l risk-
re ducing Commiss ion policie s  ha ve  be e n a dde d, including Automa tic CP I offse t proce dure ,
Extra ordina ry e xpe nse  me mo a ccounts , Ca ta s trophic Eve nt Me mora ndum Account, S e rvice
Guarantee  P lan, and Purchased Power/Wate r ba lancing accounts .

The  ta ble  be low provide s  a  his torica l pe rspe ctive  on the  re comme nde d re turn on e quity for the  sma ll
wa te r compa nie s . Any que s tions  re ga rding this  re comme nda tion ma y be  dire cte d to S e a n Wilson of
the  Wa te r Divis ion (1-415-703-l818, smw@ cpuc.ca .gov).
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Year Federal Reserve StatisticsRecommended ROE Range

Class C Water Class D Water 90-day

Treasuries

1 -Year

Treasuries

5 -Year

Treasuries

Long-Te rm

Treasuries

1994

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

11.30% - 11.80%

13.00% - 13.5000

12.00% .. 13.00%

12.5000 - 13.50%

12.00% <4 13.00%

12.0000 - 13.00%

12.2500 13.25%

12.00% - 13.00%

11.75% - 12.75%

11.65% - 12.65%

11.65% n 12.65%

13.60% ... 14.10%

14.0000 - 14.50° o
12.755 .. 13.75%

13.5000 - 14.50%

12,75%~ 13.75%

12.7500 .. 13.75%

13.00% * 14.00%

12.75% - 13.75%

12.50% » 13.50%
12.40% - 13.40%

12.40% - 13.40%

4.37%

5.66° 0
5.15%

5.20%

4.91%

4.780 0

6.00%

3.480 o

1.64%

1.03%

0.92%

5.32%

5.940 o

5.52%

5.630 0

5.05%

5.08%

6.11%

3.49° o
2.00%

1.24%

1.25%

6.69%

6.38%

6.18%

6.220 o

5.15%

5.55%

6.16%

4.56° 0
3.82%

2.97%

3.10%

7.370 0

6.88%

6.71%

6.61%

5.58%

5.87° o
5.94%

5.49%

5.43%

4.96%

5.03%

NOTE: 2003 Average  Inte rest Rates as of February 2004
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2

3

Richa rd L. S a llquis t
S ALLQUIS T, DRUMMOND & O'CONNOR, P .C.
4500 S . Lakeshore  Drive , Suite  339
Tempe , Arizona  85282
Telephone : (480) 839-5202
Attorne ys  for Utility S ource , L.L.C

4
B E F O R E  THE  AR IZO NA C O R P O R ATIO N C O MMIS S IO N

5

6 WS -04235A-06-0303

7 NOTICE OF FILING REJ OINDER
TESTIMOMNIES

8

9

IN THE MATTER OF THE
APPLICATION OF UTILITY SOURCE,
L.L.C. FOR A DETERMInATION OF
THE CURRENT FAIR VALUE OF ITS
UTILITY PROPERTY AND FOR AN
INCREASE IN ITS WATER AND
WASTEWATER RATES AND
CHARGES FOR UTILITY SERVICES

)
)
)
)
)
)
)
)
)

1 0

11

1 2

1 3

Utility Source, L.L.C. by and through undersigned counsel, hereby provides Notice  of

Filing of the Rejoinder Testimonies Thomas J. Bourassa regarding the Water Division, the Sewer

Division and Cost of Capital, pursuant to Procedural Orders dated December 20, 2006.

Respectfully submitted tl1isl-Lw Dday of April 2007.
1 4

1 5
S ALLQUI T, DRUMMOND & O 'CONNOR, P .C.

1 6 11 u 1/\
17

1 8

By
Richa rd L. S a llquis t
4500 S . Lakeshore  Drive , Suite  339
Te mpe , AZ 85282
Attorne ys  for Utility S ource , L.L.C.

1 9

20

Origina l and ten copies  of the  foregoing
file d this da y of April 2007,
with:

24

21 Docke t Control
Arizona  Corpora tion Commiss ion

22 1200 West Washington
iona  85007

23

EXHIBIT

36100.00000.180 A-5
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1
A copy of the  fore going file d

2 this 2 , /\ da y of April, 2007, to:

3

4

He a ring Divis ion
Arizona  Corpora tion Commiss ion
400 W. Congress
Tucson, Arizona  85701

5

6

7

Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007

8

9

Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007

10

11

1 2

Ponde rosa  Fire  Dis trict
c/0 S ta rr Lamphere , Board Cha irman
P.O. Box 16359
Be lle mont, Arizona  86015

1 3

14

Da vid Hite sma n
4661 N Be llemont
Be lle mont, Arizona  86015

155 Dennis Jones
11573 W Cove  Crest

16

1 7

1 8
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1 9

20

2 1

22

23

24
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BEFORE THE ARIZONA CORPORATION COMMISSION

1

2

3

4

5

6

7

8

9

10

11

12

13

IN THE MATTER OF THE
APPLICATION OF UTILITY
SOURCE, L.L.C..-. WATER
DIVISION, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES FOR UTILITY SERVICE
BASED THEREON.

DOCKET NO: WS-04235A-06-0303

14

15

16

17

18

19

20

21

REJOINDER TESTIMONY OF

THOMAS J. BOURASSA

WATER DIVISION
22

23

24

25

26

36100.00000.181



1.

Q -

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My na me  is  Thoma s  J . Boura s s a . My bus ine s s  a ddre s s  is  139 W. Wood Drive ,

Phoe nix, Arizona  85029.

HAVE YOU P REVIOUS LY S UBMITTED DIRECT AND REBUTTAL

TESTIMONY IN THE INSTANT CASE?

Ye s , my dire ct a nd re butta l te s timony wa s  s ubmitte d  in  s upport of the  in itia l

a pplica tion in this  docke t by Utility S ource , L.L.C. - Wa te r Divis ion ("US LLC" or

"Compa ny").

WHAT IS  THE P URP OS E OF  THIS  REJ OINDER TES TIMONY?

I will provide  re joinde r te s timony in re s pons e  to the  s urre butta l filings  by Arizona

Corpora tion Commis s ion Utilitie s  Divis ion S ta ff ("S ta fF') a nd the  Ponde ros a  Fire

Dis trict ("Dis trict") with re s pe ct to ra te  ba s e , re ve nue s  a nd e xpe ns e s , a nd ra te

des ign. My re joinde r te s timony on the  cos t of capita l can be  found unde r sepa ra te

cove r.

Q- W H A T  IS  T H E  R E VE N U E  IN C R E A S E  T H A T  T H E  C O MP A N Y IS

P RO P O S ING  IN THIS  REJ O INDER TES TIMO NY?

The  Compa ny is  propos ing  a  to ta l re ve nue  re quire me nt of $486,689, which

cons titute s  an increa se  in revenues  of $312,361, or 179.18 pe rcent ove r adjus ted

test year revenues.

Q- HOW DOES  THIS  COMP ARE WITH THE COMP ANY'S  REBUTTAL

FILING?

In  the  re butta l filing , the  Compa ny re que s te d a  to ta l re ve nue  re quire me nt of

$382,187, an increase  in revenues of $291,420, or 321.06 percent.
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Q. WHY IS  T HE  R E Q UE S T E D R AT E  INC R E AS E  HIG HE R  IN DO LLAR S

B U T  L O W E R  A S  A  P E R C E N T  IN  T H E  C O MP A N Y' S  R E J O IN D E R



FILING?

A. The  mos t nota ble  cha nge  from the  Compa ny's  re butta l filing is  the  Compa ny's

inclus ion of pro forma  re ve nue  from pote ntia l future  cus tome r growth of $83,560

in adjus ted te s t yea r revenues  and the  inclus ion of an additiona l $736,583 of plant-

The  impa ct of the  pro-forma  pote ntia l future  cus tome r growth on

propos e d re ve nue s  is  $231,031 - a pproxima te ly 48 pe rce nt of the  Compa ny's

proposed revenue  requirement. Eve n though the  re ve nue  re quire me nt a nd ra te

increase  a re  highe r in dolla rs , the  inclus ion of the  pro-forma  revenues  reduces  the

re quire d ra te  incre a s e  a s  a  pe rce nt. Obvious ly, a  much lowe r impa ct on e xis ting

ra te  paye rs  is  achieved a s  a  re sult of nea rly ha lf of the  revenue  requirement be ing

obta ined from the  pro-forma revenues  under proposed ra tes .

As  you will re ca ll, the  Compa ny initia lly propos e d to include  in a djus te d

tes t yea r revenues  and proposed revenues  the  inclus ion of revenues  from potentia l

future  growth of 350 cus tome rs  in orde r to minimize  the  impa ct on ra te s . S e e

Dire ct Te s timony of Thoma s  J . Boura s s a  ("Boura s s a  DT") a t ll. In re s pons e  to

S ta ffs  re comme nda tions  in its  dire ct filing, the  Compa ny a dopte d S ta ff's  proposa l

to re move  pla nt from ra te  ba s e  ne ce s s a ry to s e rve  the  pote ntia l future  growth of

350 cus tomers  and correspondingly removed the  pro-forma  revenues  in its  rebutta l

filing. While  the  re butta l re ve nue  re quire me nt wa s  re duce d, the  impa ct to ra te

pa ye rs  subs ta ntia lly incre a se d. S ta ff ha s  re ve rse d its  pos ition with re spe ct to the

pro-forma  revenue  and plant-in-se rvice  adjus tments  in its  surrebutta l filing and the

Compa ny ha s  a dopte d thos e . S e e  S urre butta l Te s timony of J e ffe ry M. Michlik

("Michlik S B") a t 4-6. It a ppe a rs  tha t S ta ff ha s  re cognize d the  be ne fits  of the

in-se rvice .

Company's  initia l approach.
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Q- WHAT CHANGES HAVE BEEN MADE T()  RATE B ASE AND

OPERATING EXPENSES?

..2..



The Company's  rebuttal tiling reflects  the adoption of Staff's  recommendation to

include additional plant-in-service of $736,583. These costs  are  related to Deep

Well#4 - plant which is  necessary to serve  the  cus tomer growth. Origina l Cost

Ra te  Ba s e  ("OCRB") a nd Fa ir Va lue  Ra te  Ba s e  ("FVRB") a re  incre a s e d by

$699,304 from the  rebutta l filing. The  adjus ted te s t yea r leve l of opera ting

expense  has  been increased by $28,646 compared to the  Company's  rebutta l

adjusted test year levels primarily as a result of an increase to depreciation expense

and property taxes.

Q- HAS THE C O MP ANY P R Q P 0 S E D.  TO INCREAS E OP ERATING

EXP ENS ES  TO REFLECT THE BILLING AND CUS TOMER S ERVICE

COSTS ASSOCIATED WITH THE ADDITONAL 350 CUSTOMERS?

No, a nd a s  a  re s ult ope ra ting e xpe ns e s  a re  to s ome  e xte nt unde rs ta te d.

Q- P LEAS E S UMMARIZE THE P ROP OS ED REVENUE REQUIREMENTS

AND RATE INCREAS ES  FOR THE COMP ANY AND S TAFF AT THIS

STAGE OF THE PROCEEDING?

The proposed revenue requirements and proposed rate increases are as follows :

Revenue Requirement Revenue Inch. % Increase

Company-Direct $575,955 $401,245 230.17%

Staff ... Direct $367,449 $193,122 110.78%

Company Rebuttal $382, 187 $291,420 321 .06%

Staff- Surrebutta l $367,015 $192,688 110.53%

Company Rejoinder $312,361 179. 18%$486,689
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Q. WHY IS STAFF'S REVENUE REQUIREMENT AND REVENUE

INCREAS E LOWER RELATIVE TO US LLC?

A.

A.

A.

A. The  diffe rence  in the  revenue  requirement be tween Sta ff and the  Company of

$117,246 is  primarily due  to a  diffe rence  in each of the  party's  recommended



re turn. S ta ff is  re comme nding a  6.23 pe rce nt re turn. S e e  Michlik S B a t 8. The

Company continues  to recommend a  re turn of 10.5 percent.

Q- HOW DID S TAFF  DETERMINE A 6 .23  P ERCENT RETURN?

A. According to Mr. Michlik, S ta ff wa nte d to be  cons is te nt with its  dire ct te s timony

a nd produce  a pproxima te ly the  s a me  re ve nue  re quire me nt a nd incre a s e  in its

s urre butta l filing. Se e  Michlik SB a t 9.

Q- IS  IT CORRECT THAT S TAF F ' S  F AIR VALUE RATE BAS E INCREAS ED

BY O VER $ 7 0 0 ,0 0 0  F RO M ITS  DIRECT F ILING  TO  ITS  S URREBUTTAL

F ILING ?

Ye s . As  I will dis cus s  la te r, S ta ffs  re comme nde d fa ir va lue  ra te  ba s e  ("FVRB")

increa sed from $2,048,228 to $2,752,271 - an increa se  of $704,043. I would have

expected the  increase  to have  a  materia l impact on Staff" s  revenue requirement and

ra te  incre a se . Howe ve r, it a ppe a rs  tha t S ta ff witne s s , Mr. Michlik, pre -de te rmine d

the  re ve nue  re qu ire me nt a nd  ra the r tha n  e mploying  the  8 .9  pe rce n t re tu rn

recommended by Sta ff witness  Mr. Irvine , he  "backed into" the  6.23 pe rcent re turn

for the  wa te r divis ion. Id
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Q- IS  THE  F AIR  VALUE  R ATE  B AS E  R E C G MME NDE D B Y S TAF F  IN ITS

S UR R E B UTTAL ME ANING F UL IN DE T E R MINING S TAFF'S

S URREBUTAL REVENUE REQ UIREMENT?

A.

A. No .  S ta ffs  s u rre b u tta l F VR B wa s  n o t u s e d  in  th e  d e te rmin a tio n  o f S ta ffs

s urre butta l re ve nue  re quire me nt. Mr. Michlik's  re comme nde d fa ir va lue  ra te  of

re turn is  intended to produce  essentia lly the  same  opera ting income with or without

the  incre a se  in the  fa ir va lue  ra te  ba se . In fa ct, Mr. Michlik goe s  on furthe r to

admit tha t Sta ff reduced the  ra te  of re turn in order to make  the  ra te  increase  s imila r

to the  wa s te wa te r divis ion. Id I a m not a n a ttorne y, but I be lie ve  Mr. Michlik's

me thodology is  unla wful. It is  my unde rs ta nding tha t Arizona  la w re quire s  the



Commission to make a finding of the "fair value" of the Company's  property, i.e .,

its  FVRB, and to use  that finding as  the  bas is  for se tting ra tes. By fixing the

revenue  requirement to approximate ly tha t proposed in its  direct tiling (with a

lowe r fa ir va lue  ra te  ba s e ), Mr. Michlik's  s urre butta l fa ir va lue  ra te  ba s e  is

rendered meaningless.

Staff witness, Mr. Irvine, recommends an overall 8.9 percent return. See

Surrebuttal Testimony of Steven P. Irvine ("Irvine SB") at 13.

re turn tha t is  applied to S ta ff's  was tewater divis ion fa ir va lue  ra te  base . Mr.

Michlik s hould ha ve  a pplie d this  re turn to S ta ffs  fa ir va lue  ra te  ba s e , not a

contrived 6.23 percent.

In fact, this  is  the

DOES  S TAFF'S  c o s T OF CAP ITAL WITNES S , MR. IRVINE, EMP LOY A

C O MB INE D C AP ITAL S TR UC TUR E  O F  B O TH THE  WATE R  AND

WAS TEWATER DIVIS IONS ?

Yes . This  ove ra ll re turn will not be  achieved by Mr. Michlik's  recommenda tions  .

WHAT IS  THE  R E VE NUE  R E Q UIR E ME NT AND R ATE  INC R E AS E

USING STAFF'S  RECOMMENDED 8.9 PERCEN RETURN?

The  re ve nue  re quire me nt would be  $440,211 a nd the  ra te  incre a s e  would be

$265,884, or 152.12 percent.

Q- IF A 6.23 P ERCENT RETURN IS  AP P LIED TO THE WATER DIVIS ION

FAIR VALUE RATE BAS E AND AN 8.9 P ERCENT RETURN IS  AP P LIED

TO THE WAS TWATER DIVIS ION FAIR VALUE RATE BAS E, WHAT

WOULD BE THE OVERALL RETURN?
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A.

A.

A. 7.0 pe rce nt. The  combine d fa ir va lue  ra te  ba s e  would be  $3,865,853 a nd the

combined ope ra ting income  would be  $270,595. Dividing $270,595 by $3,865,853

yie lds  a  7.0 pe rcent ove ra ll re turn. This  is  subs tantia lly be low the  recommenda tion

of Mr. Irvine . Id. It is  a lso le s s  the  prime  le nding ra te  of 8.25 pe rce nt.



Q. IF THE INCREASE IN FAIR VALUE RATE BASE DID NOT AFFECT

THE REVENUE REQUIREMENT, THEN WHY DID STAFF REVERSE

ITS POSITION FROM ITS DIRECT FILING T() NOW INCLUDE THE

PLANT AND THE PRO-FORMA REVENUES FOR POTENTIAL FUTURE

GROWTH OF 350 CUSTOMERS?
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A. It was obviously to capture the revenues from potential growth of 350 customers as

part of the revenue requirement. This substantially reduces the impact on rate

payers. Staff admits that without the cost of Deep Well #4 in rate base, it could not

justify the inclusion of the pro-forma revenues. See Michlik SB at 6.

taking advantage of the impact of the pro-forma revenues to lessen the impact on

existing ratepayers, Mr. Michlik ignores the corresponding increase in rate base by

lowering the fair rate of return and keeping the revenue requirement approximately

the same as it recommended in its direct filing. Mr. Michlik wants to have the cake

and eat it too! There is no question that Mr. Michlik's recommendations result in a

mismatch between rate base and revenues and expenses.

Admittedly, the Company's surrebuttal proposal also captures the revenues

from potential growth of 350 customers now that Staff proposes to include the

plant necessary to serve the growth in rate base. However, the Company's

recommendation properly considers the corresponding increase in rate base in its

proposed revenue requirement. As l previously testified, there is substantial risk to

the Company by including revenues from potential future growth. See Rebuttal

Testimony of Thomas J. Bourassa ("Bourassa RB") at 2. This risk is exacerbated

by Staff recommending inclusion of the pro-forma revenues and then essentially

recommending the same revenue requirement as Staff did in its direct filing. I will

discuss this later in my testimony. Amazingly, despite the increased risks to the

Company, Mr. Michlik's recommended return drops nearly 270 basis points from

But, while



the 8.9 percent Mr. Irvine recommends.1
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Q. PLEASE RESPOND TO THE COMMENTS OF MR. MICHLIK ON PAGE

10 OF HIS SURREBUTTAL TESTIMONY JUSTIFYING THE LOWER

RATE OF RETURN?

A. Mr. Michlik characterizes the instant case as a 'hybrid somewhere between a

Certificate of Convenience and Necessity and a regular rate case, due the unusual

circumstances." See Michlik SB at 10. This is not a 'hybrid' rate case - it is a

normal rate case which examines the Company's actual expenses and rate base.

The only thing 'unusual' in this case is the extraordinary willingness by the

Company to take the risks and include pro-forma revenues from potential future

growth in order to help minimize the impact on rate payers. But, just because the

Company is willing to take the risk and the pro-forma revenues does not mean that

it should be unfairly treated with respect to the revenue requirement.

I do not dispute that the circumstances in the prior case were unusual and

the Commission dealt with those circumstances in that case. But, those

circumstances are not the same circumstances in the instant case. See A.C.C

Decision 67446, January 4, 2005 . In that case, the homeowners association had

built plant and was serving customers when the Company applied for its CC&N.

However, in the prior case, not only was the Company fined for its actions, but the

Commission decided to keep the low existing rates, which were substantially less

than the Staff recommended in that proceeding, and concluded " .it is appropriate

to set rates in this matter using traditional rate case methods which look to actual

expenses and rate base of the Company. We do not have sufficient information in

the record regarding actual expenses and rate base to be able to set rates at this

time. Because we lack sufficient information to change the Company's rates, we

will direct the Company to use its existing rates until such time as the Company



files a rate case, which it may do at any time, but no later than May 1, 2006, based

on a 2005 test year." Id. at 18. In the instant case, Staff has examined the actual

expenses and rate base for the water division. There are essentially no remaining

disputes between the parties on these items for the water division.

I believe Mr. Michlik also mischaracterizes the Commission's comments in

the prior decision that the approval of rates in the instant case, as opposed to the

prior case, would be 'unconscionable increase for existing customers." See

Michlik SB at 10. In the previous decision, the Commission was concerned about

proper notice being given to existing rate payers and stated "Given this lack of

notice that higher 'initial' rates may potentially result from this CC&N proceeding,

we do not believe it would be appropriate to increase rates above the level currently

being paid...". Id. at 17.

Please recall that the Commission required the Company to provide a Notice

to his customers at the conclusion of that hearing that said in part, "The current

rates were artificially set by the Company and may not be sufficient to cover the

on-going costs of providing service. Therefore, in an attempt to balance equities

between the Company and his customers and to provide adequate notice, the

Commission has required the Company to file a rate application by May 1, 2006

that may result in higher rates." Compliance Filing docketed February 2, 2005 .

The Commission ultimately addressed their the concerns in the prior case by

keeping the low existing rates in place until the Company filed a rate case - which,

by the way, it was order to do. Id
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Q- DO YOU AGREE THAT THE REQUESTED RATE INCREASE IS

LARGE?

A. Yes. However, the actual expenses and plant investment (rate base) support the

large increase and the Company should be afforded the ability to recover its



operating expenses as well as a return on and of that investment. Stated another

way, which I believe is  accurate, the existing rates were set too low. Again, and I

must emphasize , the  Company has  made an extraordinary proposal to include

revenues  from potentia l future  cus tomer growth which may not mate ria lize  for

several years in order to help minimize the impact. As  I will discuss  la te r in my

testimony, the Company will not earn the return authorized in the instant case for

several years -. at best.

Q- IN THE COMPANY'S PRIOR CASE, DIDN'T STAFF RECOMMEND

MUCH HIGHER RATES THAN WERE APPROVED?

Yes. While not being directly relevant to the instant case, Staff' s analysis in the

prior case did recognize that higher 'initial' rates were warranted. Based on the

information at the time, Staff recommended rates which were much higher than

those approved. The monthly minimum Staff recommended for a 5/8 inch and %

inch customer was $24.37, and the commodity rates ranged from $6.47 per

thousand gallons to $11.64 per thousand gallons. The 'initial' rates recommended

by Sta f f  in  the  pr ior  case  a re  no t  tha t  d i f fe ren t  than  the  Company 's

recommendations in the instant case. It is not surprising that rates of roughly the

same magnitude are being recommended by the Company in the instant case. The

CC&N application schedules and including plant costs (actual and projected) and

customer growth in the prior case track to the actual expenses and plant investment

in the instant case - especially considering the inclusion of the pro-forma customer

growth. Putting this aside, the Company's recommendations are based on actual

expenses and rate base - which was the stated objective of the Commission in the

prior case. Id
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A.

Q- ARE THERE OTHER MEANS OTHER THAN RETURN ON RATE BASE

TO COMP UTE THE REVENUE REQUIREMENT AS  MR. MICHLIK



CLAIMS?

A. Yes. In cases  where  there  is  little  or no ra te  base  or for non-profit entities , an

operating margin approach is  often employed. Applying a typical rate  return to a

small or non-exis tent ra te  base  results  in an inadequate  opera ting income and

would not provide  for financia l viability of the  utility. For non-profits , a  re turn

based approach does  not make sense . In both of the s e  circums ta nce s  it is

appropriate to employ an operating margin approach. However, in the instant case,

neither circumstance is applicable. The lower rate of return recommended by Staff

only serves for deprive the shareholder a  fair and reasonable return on the plant

investment necessary to serve rate payers,

Q- PLEASE QUANTIFY THE REDUCTION IN THE IMPACT TO RATE

PAYERS BY THE INCLUSION OF THE PRO-FORMA REVENUES?

The impact can be seen from comparing the rate increases the Company proposed

in its  rebutta l tiling to its  re joinde r filing. In the  Company's  rebutta l tiling, the

Company excluded the pro-forma revenues and the rate  increase was over 320

percent. In the Company's rej binder tiling, which includes the pro-forma revenues

from customer growth, the rate increase dropped to approximately 177 percent .-. a

45 percent reduction in the  increase . The  Company has  shifted a  s ignificant

portion of the  ra te  payer impact to potentia l future  cus tomer growth. In fact, the

pro-forma revenues from growth make up nearly 75 percent of the requested rate

increase.
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Q. P LEAS E EXP LAIN.

As you will recall, under the Company's  proposed rates, the pro-forma revenues

total approximately $231,000 while the requested rate increase is  approximately

$310,000. Dividing $231,000 by $310,000 yie lds  approximate ly 75 percent.

S ta ffs  current proposa l shifts  the  portion of the  ra te  payer impact to potentia l

A.

A.
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future  growth e ve n highe r a t 94 pe rce nt - a n e ve n highe r ris k to the  Compa ny.

The  pote ntia l cus tome r growth ma y not ma te ria lize  for s e ve ra l ye a rs  a nd, in the

ins ta nt ca s e , the  Compa ny will not e ve n re a lize  the  re turn  a uthorize d by the

Commis s ion until s uch time  a s  tha t growth ma y ma te ria lize . It is  not ne ws  the

hous ing marke t has  experienced a  s ignificant s low down in the  pas t yea r or so and

is not expected to recover until the 21'1d half of 2008 at the earliest.

Q- HO W MUCH CUS TOMER GROWTH OCCURRED IN 2006?

A. Zero.

Q- WITHO UT THE  R E VE NUE S  F R O M P O TE NTIAL F UTUR E  C US TO ME R

G R O W T H ,  W H AT  IS  T H E  R E T U R N  O N  R AT E  B AS E  U N D E R  T H E

COMP ANY'S  P ROP OS ED RATES  AND S TAFF'S  P ROP OS ED RATES ?

Unde r the  Compa ny's  propose d ra te s  the  re turn is  a pproxima te ly 2.0 pe rce nt a nd

under Sta ffs  proposed ra tes  the  re turn is  approximate ly 0.3 percent.

Q- WHAT  WO ULD B E  T HE  P R O J E C T E D AC T UAL R E T UR NS  F O R  T HE

NE XT T HR E E YEARS AS S UMING ANNUAL G R O WT H O F 50

CUS TO MERS AND AS S UMING ANNUAL G R O WT H O F 100

CUS TOMERS ?
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A. I have  prepa red an exhibit to illus tra te  the  projected re turns . See  Re joinde r Exhibit

l, pages  1 and 2. Assuming an annua l growth of 50 cus tomers  the  projected actua l

re turn for proje cte d ye a rs  1, 2, a nd 3 a re  2.64 pe rce nt, 3.28 pe rce nt, a nd 5.12

pe rcent, re spective ly. Assuming an annua l growth of 100 cus tomers  the  projected

actua l re turn for projected years  1, 2, and 3 are  3.28 percent, 5.75 percent, and 8.23

pe rce nt, re s pe ctive ly. Id The s e  proje ctions  a s s ume  no incre a s e s  in ope ra ting

e xpe ns e s  a nd incre a s e s  in  ra te  ba s e  a s  a  re s ult of a dditiona l re quire d pla nt

inve s tme nt. Us ing S ta ffs  propos e d ra te s  the  re turns  a re  fa r le s s . Id. a t 3 a nd 4.

The  assumptions  tha t there  will be  no change  no change  in opera ting expenses  and

A.
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rate base are unrealistic. As a result the return projections stated above are high-

end es timates . As I have s ta ted, while  the  Company is  including revenues  from

potential future growth to help minimize the impact to rate payers, in doing so, it is

taking enormous risk while at the same time receiving very low returns for several

years. S ta ffs  recommendations  only increase  tha t risk and further e rode  the

shareholder returns .

YOU HAVE USED A FIGURE OF 350 P OTENTIAL FUTURE

CUS TOMERS  THROUHOUT THIS  P ROCEEDING, IS  THIS  A KNOWN

NUMBER BAS ED ON RECENT INFORMATION?

It is  actually high by 70 to 75 customers  based on the  la tes t master plan for the

Flags taff Meadows - Phase  III development. The current master plan shows

deve lopment of 276 lots , not the  anticipa ted 350 lots  the  Company has  used

throughout this  proceeding. Never-the-less , the  Company continues  to base  it

proposals using potential future growth of 350.

Q- WILL THE COMP ANY HAVE TO EXTEND ITS CC&N TO

ACCOMMODATE THE ADDITIONAL 70 TO 75 CUS TOMERS ?

Ye s .

Q- WHO OWNS  THE LOTS  AND WHO IS  THE BUILDER FOR FLAGS TAFF

MEADOWS  P HAS E III?

Empire  Builders . Empire  Builde rs  is  not a ffilia te d with the  Compa ny or its

shareholder.

Q- IS  THAT BUILDER FUNDING THE ON-S ITE INFRAS TRUCTURE FOR

THE DEVELOP MENT THROUGH ADVANCES -IN-AID OF

CONS TRUCTIGN?

Yes .
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26 P LEAS E RES P OND TO MR. MICHLIK'S  COMMENTS  ON P AGE 10 OF
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A.
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HIS SURREBUTTAL THAT UNDER STAFF'S  RATES THE COMPANY

WILL HAVE A SUFFICIENT OPERATING MARGIN?

Putting a s ide  tha t a n ope ra ting ma rgin a pproa ch is  not a ppropria te  in the  ins ta nt

ca se , Mr. Michlik cla ims  the  Company will have  an ope ra ting margin of 47 pe rcent

for the  wa te r divis ion. Wha t he  doe s n't dis clos e  is  tha t tha t ope ra ting ma rgin

a s s ume s  the  pote ntia l future  350 cus tome rs  a re  conne cte d a nd the  Compa ny is

re ce iving re ve nue s  from the m. None  of the  350 cus tomers  a re  actua lly the re  and

his  ope ra ting margin is fiction. In re a lity, if no a dditiona l cus tome r growth occurs ,

the n the  Compa ny will ha ve  a nega tive 4.9 pe rce nt ope ra ting ma rgin unde r S ta ff

ra te s . Id And, like  the  ra te  of re turn, it will ta ke  s e ve ra l ye a rs  to a chie ve  tha t

ope ra ting margin a s suming no increa se  in ope ra ting expenses  and ra te  ba se  a s  a

re s u lt o f fu rth e r p la n t in ve s tme n t. Aga in , a rgua bly the s e  a re  unre a lis tic

a s sumptions . So, it is  more  like ly the  Compa ny ma y ne ve r a chie ve  tha t ope ra ting

margin under Sta ff' s  ra tes .

Q- WILL THE COMP ANY HAVE S UFFICIENT OP ERATING MARGIN

UNDER THE COMPANY'S PROPOSED RATES?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. Ye s . While  the  wa te r divis ion will ha ve  a  pos itive  ope ra ting ma rgin of 21.83

pe rcent, the  sewer divis ion will have  a nega tive 6.51 pe rcent under the  Company's

propos e d ra te s . Id . a t 5  a nd 6 . On the  othe r ha nd, combine d with the  wa te r

divis ion's  pos itive  ope ra ting ma rgin, ove ra ll the  Compa ny will ha ve  a  pos itive

ope ra ting ma rgin of a bout 12 pe rce nt. Ba s e d on my e xpe rie nce , S ta ff typica lly

re comme nds  a  minimum of 10 pe rce nt for ca s e s  in which a n ope ra ting ma rgin

approach is  used. I do not gene ra lly a scribe  to having the  wa te r divis ion subs idize

the  s e we r divis ion, or vis a  ve rs a . Ra te s  s hould be  s e t to s upport the  ope ra ting

expenses and plant used to serve ra te  payers  for each division - there  can be serious

matching problems  be tween ra te  base , revenues , and expenses . But, in the  ins tant

A.
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case, the Company is willing to accept that scenario - for now at least.

Q. WILL THE COMPANY HAVE A SUFFICIENT OVERALL OPERATING

MARGIN UNDER THE STAFF'S PROPOSED RATES?

No. The sewer division will have a negative operating margin of 14.42 percent.

Combined with the water division's negative operating margin of 4.9 percent,

overall the Company will have a negative operating margin of about 8.62 percent.

Q- IF AN 8.9 PERCENT RETURN IS USED FOR THE WATER AS IT IS FOR

THE WASTEWATER DIVISION, WHAT WOULD BE THE OVERALL

OPERATING MARGIN UNDER A NO GROWTH SCENARIO?

Less than 5 percent, well below what Staff considers a minimum operating margin

in operating margin approach cases .

Q- DO YOU HAVE ANY OTHER PROBLEMS WITH A 6.23 PERCENT

RETURN?

Yes. A 6.23 percent return is below the current cost of Baa investment grade

bonds at 6.4 percent. This is not a fair return by any stretch of the imagination.

1
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4

5

6

7

8

9

10

1 1

12
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14

15
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17

18

19

2 0

2 1

2 2

23

2 4

2 5

2 6

Q- PLEASE RESPOND TO THE SURREBUTTAL TESTIMONY OF THE

PONDEROSA FIRE DISTRICT.

The District asserts that USLLC and the developer charged less than economic

utility rates as a "ploy to entice homebuyers". See Surrebuttal Testimony of The

Ponderosa Fire District ("District SB") at 3. This is not true. The record in the

prior case and the instant case do not support that assertion. Recall that service was

first offered by the homeowners association, prior to the Commission's regulation

of the Company. The association elected to utilize Flagstaff rates, because the

town had presumably determined that these rates were "fair". The association, and

ultimately the Commission, adopted those as the initial rates. With no actual plant

cost or expense data available, these were presumably reasonable "surrogate" rates.

A.

A.

A.

A.
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The associa tion, and ultimate ly the  Commission, adopted those  as  the  initia l ra tes .

In the  prior decis ion the  Commiss ion was  conce rned about prope r notice  to

s ome  of the  cus tome rs . The  Compa ny be ga n cha rging the  e xis ting ra te s  it did

be ca us e  thos e  we re  the  pre va iling ra te s  in Fla gs ta ff a t the  time  a nd it did not

anticipa te  the  magnitude  of the  cos ts  tha t were  eventua lly incurred to cons truct the

utility pla nt (both wa te r a nd wa s te wa te r). For e xa mple , the  Compa ny did not

anticipa te  having to drill deep we lls  in orde r to obta in an assured wa te r supply- the

cos ts  of which a re  s ignifica ntly highe r tha n a  s ha llow we ll. Furthe r, cons truction

cos ts  in ge ne ra l ha ve  incre a s e  dra ma tica lly ove r the  pa s t s e ve ra l ye a rs . For

example , the  cos ts  of cons tructing was tewa te r tre a tment fa cilitie s  jus t a  few yea rs

ago were  in the  range  of $5 to $10 pe r ga llon pe r day ("god"). Today, those costs

a re  a t le a s t double . Ba s e d on the  e vide nce  in the  prior ca s e , the  Commis s ion

conclude d, "We  do not a scribe  to a ny ma licious  inte nt to the  de ve lope r's  a ctions ,

the  ne t e ffect of those  actions  cannot he lp but le ad to unhappy cus tomers ...." See

Decis ion 67446 a t 12. The  Commiss ion addressed the  issue  and others  by keeping

the  a lready low exis ting ra te s  in place . Those  ra te s , a s  both the  record in the  prior

case  and the  instant case  show, were  very low .-. Customers have

rece ived the  bene fit of the  low ra te s  for a t lea s t the  pas t two yea rs . Furthe r, a s  the

re cord s hows , the Company is  ma king e xtra ordina ry propos a l to minimize  the

impact on exis ting ra tepayers .

in fa ct, too low.
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Q~ ARE THE REVENUES FROM FLAGSTAFF MEADOWS _ PHASE III

"UNBURDENED INCOME" AS THE DISTRICT CLAIMS ON PAGE 3 OF

ITS SURREBUTTAL TESTIMONY?

I am not sure  I unde rs tand the  Dis trict's  cha racte riza tion. The  pro-forma  revenues

a re  ba s e d on the  growth in cus tome rs  for Fla gs ta ff Me a dows  -- Pha s e  III. The s e

cus tomers  a re  currently not on the  sys tem and may not be  for severa l years . These

A.
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re ve nue s  a re  fiction a t this  point but a re  ne ve r-the -le s s  include d in the  re ve nue

re quire me nt in  o rde r to  min imize  the  impa ct to  e xis ting  cus tome rs . As  I

pre vious ly te s tifie d thos e  re ve nue s  re pre s e nt a pproxima te ly 48 pe rce nt of the

re ve nue  re quire me nt in  the  ins ta n t ca s e . On ce  th e  3 5 0  cu s to me r g ro wth

ma te ria lize s  a nd  the  re ve nue  re quire me nt in  the  ins ta n t ca s e  a chie ve d , the

Company will theore tica lly ea rn the  re turn authorized in the  ins tant ca se . I use  the

word 'the ore tica lly' be ca us e  the  a s s umptions  tha t ope ra ting e xpe ns e  will re ma in

le ve l ra te  ba s e  will re ma in the  s a me  a re  not re a lis tic. Ope ra ting e xpe ns e  will

increase  due  to infla tion a lone  and the  Company expects  to have  to make  additiona l

ca pita l inve s tme nt for ba ck-bone  infra s tructure . As  wa s  pre vious ly s hown, unde r

the  a s s umptions  s ta te d a bove , the  Compa ny will not e a rn the  a uthorize d re turn

which  will like ly ta ke  s e ve ra l ye a rs  e ve n a t a n  optimis tic  growth  ra te  of 100

cus tomers  annua lly.

Q- PLEASE RESPOND TO THE COMMENTS REGARDING THE RATE

INCREASES TESTIFIED TO BY THE DISTRICT ON PAGE 1 OF ITS

SURREBUTTAL TESTIMONY?
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A. Unde r e xis ting ra te s , the  monthly minimum for a  2  inch me te re d cus tome r is

$14.00 pe r month. At th is  s ta ge  of the  proce e ding, the  propos e d monthly

minimum for a  2 inch me te re d cus tome r is  $195.13. This  is  a n incre a s e  in the

min imum of a pproxima te ly 1 ,294  pe rce n t ($ l95 .l3  minus  $14 .00  d ivide d  by

$l4 .00). Howe ve r, unde r the  a ppropria te  compa ris on, the  a ve ra ge  us a ge  of

103,821 ga llons , the  a ve ra ge  bill unde r pre s e nt ra te s  is  $322.35, a nd unde r

propos e d ra te s  the  a ve ra ge  bill is  $8,057.73 --- a n incre a s e  of $735.38. The

pe rce nta ge  incre a s e  is  a pproxima te ly 228 pe rce nt ($l1057.73 minus  $322.35

divide d by $322.35). The  median use  of the  2 inch me te red cus tomers  is  nea rly

the  s a me  a s  the  a ve ra ge  use  a t 100,901 ga llons . The  pe rce nta ge  incre a se  a t the
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median use  is  the re fore  not tha t diffe rent than the  ave rage  use . The  high

percentage  increase  in the  monthly minimum is  a  bit mis leading and it is  more

appropriate to look at the increases at the average or even the median use.

Q. IS THE MONTHLY MINIMUM FOR THE 2 INCH METERED

CUSTOMER SCALED ON THE FLOWS OF A 5/8 INCH METER?

A. Yes. And this is  a widely accepted methodology in rate design and has a basis in

the cost of service. The higher minimum is justified because larger meters have a

higher potential demand on the water system. Water systems are designed and

constructed to meet potential demand as apposed to actual demand. The plant and

the associated costs exist regardless of whether 1 gallon is delivered or millions of

gallons are delivered through the system. These costs are the demand costs in a

commodity-demand cost of service study. The higher potential demand placed on

the  sys tem by the  larger meters  coincide  with the  higher portion of the  demand

costs caused by the larger meters and recovered through the monthly minimum.

RATE BASE.

WOULD YOU P LEAS E IDENTIFY THE P ARTIES '  RES P ECTIVE RATE

BAS E RECOMMENDATIONS ?

A. The rate bases proposed by all parties in the case are as follows:

OCRB FVRB

Company-Direct $ 3,079,513 $ 3,079,513

Staff - Direct $ 2,048,228 $ 2,048,228

Company Rebuttal $ 2,053,792 33 2,053,792

Staff - Surrebuttal $ 2,752,271 EB 2,752,271

Company Rejoinder $ 2,753,096 $ 2,753,096
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Q- TO WHAT DO YOU ATTRIBUTE THE INCREASE IN RATE BASE

FROM THE REBUTTAL FILING TO THE REJOINDER FILING?
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A. The Company has  accepted Staff" s  adjustments  to increase  plant-in-service  tota ling

$736,583 .

Q.

A. Plant-in-Service.

PLEASE EXLAIN THE COMPANY'S REBUTTAL ADJUSTMENTS TO

PLANT-IN-SERVICE.

A. B-2 re butta l a d jus tme nt numbe r 1  re fle c ts  a n  incre a s e  to  p la nt-in-s e rvice  of

$736,583. The  Compa ny ha s  a cce pte d  a nd the  a d jus tme nt ma tche s  S ta ffs

propose d a djus tme nt. Se e  Michlik SB a t 5.

Q~ S T AF F  AN D  T H E  C O MP AN Y AG R E E  O N  T H E  B AL AN C E  O F

P LANT-IN-S ER VIC E?

DO

A. Not quite . The  Compa ny's  pla nt-in-se rvice  ba la nce  is  $1,000 highe r tha n S ta ffs .

Afte r re se a rching this  dis cre pa ncy, I be lie ve  tha t S ta ff ma de  a n e rror of $1,000 in

the  pumping e quipme nt pla nt a ccount (Acct. 311). In its  dire ct filing, the  ba la nce

of th is  a ccount wa s  $ l58 ,7 l l. The  Compa ny a cce pte d S ta ffs  a djus tme nts  to

pumping e quipme nt in it's  re butta l filing - compa re  S ta ff Dire ct S che dule  J MM-

W-3 to Company Rebutta l Schedule  B-2, page  Cb. In S ta ff's  surrebutta l tiling, the

ba la nce  of the  pumping e quipme nt a ccount droppe d to $157,711 -. compa re  S ta ff

Surrebutta l Schedule  JMM-W3. I can find no adjus tment supporting this  decrea se

and I conclude  it is  an e rror.

Q. WHAT  DO E S  T HE  $ 7 3 6 , 5 8 3  ADJ US T ME NT  T O  P LANT -IN-S E R VIC E

CONS IS T OF?
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A. As  I ha ve  pre vious ly indica te d, the  $736,583 is  the  cos t re la te d to De e p We ll #4,

As  you will reca ll, Deep Well #4 is  necessa ry to se rve  the  future  growth of the  350

customers . See  Bourassa  RB a t 4. As  you will re ca ll, the  Compa ny a gre e d with

Sta ff to re move  the  pla nt from ra te  ba se  in its  re butta l filing. In its  re butta l filing,

th e  C o mp a n y a ls o  re mo ve d  p ro  fo rma  re ve n u e s  fo r fu tu re  g ro wth  in  th e
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de te rmina tion of the  re ve nue  re quire me nt a nd ra te  incre a s e  a s the  pla nt wa s

ne ce ssa ry to se rve  the  growth. Id a t 4. I a m sure  S ta ff re ve rse d its  pos ition in its

surrebutta l when it rea lized tha t even though including the  cos ts  of Deep Well #4 in

ra te  ba s e  incre a s e d ra te  ba s e , tha t a ls o including the  pro-forma  re ve nue s  from

cus tome r growth provide d for s ubs ta ntia lly le s s  impa ct to  ra te  pa ye rs . The

evidence it the  instant case  bears  that out.

Q-

B. Accumula ted  Deprec ia tion.

P LE AS E  E XP LAIN THE  C O MP ANY' S  R E J O INDE R  ADJ US TME NT TO

AC C UMULATE D DE P R E C IATIO N?

A. B-2 rebuttal adjustment number 2 reflects the increase to accumulated depreciation

for $36,792. This adjustment reflects the increase to plant-in-service. The

Company's adjustment is slightly higher than Staffs adjustment of $36,605 and

appears to be the result of the Staff plant-in-service error discussed above. See

Staff Surrebuttal Schedule JMM-W2.

c .

Q-

Ac c umula te d  Amo rtiza tio n  o f CIAC.

H A VE  YO U  MA D E  A  R E J O IN D E R  A D J U S T ME N T  C O N C E R N IN G

CONTRIBUTIONS -IN-AID OF CONS TRUCTION?
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Yes. The Company has adjusted the balance of accumulated amortization of CIAC

to reflect the change to the composite depreciation rate as the result of the changes

to plant-in-service. B-2 rebuttal adjustment number 3 reflects this adjustment.

The Company accumulated amortization balance of $16,207 is slightly higher than

Staffs at $16,197.

A.
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111.

Q-

INCOME STATEMENT.

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

ADJUSTMENTS TO REVENUES AND EXPENSES AND IDENTIFY ANY

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF?

Yes. The Company rejoinder adjustments are detailed on Rebuttal Schedule C-2,

pages 1-4. The rejoinder income statement with adjustments is shown on Rebuttal

Schedule C-l, pages 1-2.

Rejoinder adjustment l annualized depreciation expense taking into account

the changes to plant-in-service, as discussed above.

Rejoinder adjustment number 2 reduces property tax expense and reflects

the rejoinder proposed revenues.

Rejoinder adjustment  number 3 increases revenues to  reflect  pro-forma

revenues related to future growth of 350 customers.

IV.

Q-

RATE DESIGN.

PLEASE SUMMARIZE THE POSITIONS OF THE PARTIES WITH

RESPECT TO THE RATE DESIGN.
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Both Staff and the Company propose the same monthly minimum for 5/8 inch and

% inch meters. Larger meter monthly minimums are scaled on the meter Hows

relative to a 5/8 inch meter flow.

Both Staff and the Company propose an inverted three tier design for the 5/8

inch and % inch metered customers and an inverted two tier design for l inch and

larger meters. For the 5/8 inch and % inch metered customers, the first break over

point of 4,000 gallons is the same between the Company and Staff. For the second

break over point, the Company proposes 12,000 gallons while Staff proposes 9,000

gallons. Staff has revised its break over points for the l inch and larger meters, and

A.

A.
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like  the  Compa ny, provide s  for diffe re nt bre a k ove r points  for e a ch me te r s ize .

The  break over points  a re  diffe rent, but a re  genera lly cons is tent with the  Company.

Unlike  the  Company, unde r S ta ffs  proposed ra te  des ign, the  irriga tion cla ss

of cus tome rs  ha s  a  fla t ra te  de s ign, whe re a s  the  Compa ny propos e s  tha t the

irriga tion cla s s  of cus tome r a ls o ha ve  a n inve rte d tie r de s ign cons is te nt with the

other customer classes.

Q- IS THE DIFFERENTIAL IN THE COMMODITY RATES BETWEEN THE

FIRST AND SECOND TIER SIGNIFICANTLY HIGHER UNDER STAFF'S

DESIGN THAN IT IS FOR THE COMPANY?

Ye s . The  diffe re ntia l for the  Compa ny is  a bout 30 pe rce nt while  tha t for S ta ff is

nea rly 50 pe rcent. The  higher diffe rentia l can result in le ss  revenue  s tability.

Q. WHAT ARE THE COMPANY'S REJOINDER PROPOSED RATES?

The rebuttal proposed rates for customers (residential, commercial, multi-family,

mobile home, and irrigation) with a water meter size of:

Meter
Size

Monthly
Minimum

Gallons  included
in  Monthly Minimum

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

5/8

3/4

1

1 1/2

2

3

4

6

$ 24.39
$ 24.39
88 60.98
$ 121.95
$ 195.13
$ 390.25
s 609.77
$1,219.54

0

0

0

0

0

0

0

0

The commodity charges  and tie rs  by meter s ize  a re :
Me te r Charge
Size per 1,000 ga llonsTie r (ga llons )

A.

A.
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5/8 a nd % Inch

1 Inch

1 % Inch

2 Inch

3  In ch

4 Inch

6 Inch

1 to 4,000

4,001 to 12,000

Ove r 12 ,000

1 to 30,000

Ove r 30,000

1 to 60,000

Ove r 60,000

1 to 96,000

Ove r 96 ,000

1 to 192,000

Ove r 192,000

1 to 300,000

Ove r 300,000

1 to 600,000

Ove r 600,000

s  6 .2 5

$  8 .1 3

$10.56

S  8 .13

$10.56

$  8 .1 3

$10.56

$  8 .1 3

$10.56

$  8 .1 3

$10.56

$  8 .1 3

$10.56

$  8 .1 3

$10.56

Th e  p ro p o s e d  c o n s tru c tio n  me te r a n d  s ta n d p ip e  ra te  is  $ 8 .1 3  p e r 1 ,0 0 0

ga llons  with  no  min imum month ly cha rge .

ARE STAFF AND THE COMPANY AGREEMENT ON THE COMPANY'S

PROPOSED METER AND SERVICE LINE INSTALLATION CHARGES?

Ye s .

A R E  S T A F F  A N D  T H E  C O M P A N Y  I N AG R E E M E N T  O N  T H E

COMPANY'S PROPOSED METER AND SERVICE LINE INSTALLATION

CHARGES?

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1 A .

2 2

2 3
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2 5 A.

2 6

Ye s .

DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY

Q.

Q.
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REGARDING THE WATER APPLICATION?1

2 A.
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Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rejoinder Schedule A-1
Page 1
Witness; Bourassa

Fair Value Rate Base $ 2,753,096

Adjusted Operating Income (23,286)

Current Rate of Return -0.85%

Required Operating Income $ 289,075

Required Rate of Return on Fair Value Rate Base 10.50%

Operating Income Deficiency $ 312,361

Gross Revenue Conversion Factor 1 .0000

Increase in Gross Revenue
Requirement $ 312,361

% Increase 179.18%

Customer
Classification
(Residential Commercial, Irrigation)

Present
Rates

proposed
Rates

Dollar
Increase

Percent
Increase

3/4 Inch Residential
1 1/2 Inch Commercial
2 Inch Commecrial

$ 75,792
2,397
3,868

$ 214,653
7,956

12,874

$ 137,861
5,559
9,006

179.52%
231 .94%
232.83%

0.00%
175.36%Revenue Annualization 6,121 16,854 10,734

Proforma Revenues 83,560 232,706 149,146 178.49%
000%

180.80%Subtotal $ 172,738 $ 485,043 $ 312,305

Other Water Revenues 1.657 1 .657 0.00%
0.00%
0.00%

179.08%Total of Water Revenues (a) $ 174,395 $ 486,701 $ 312,305

Line
No .

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

SUPPORTING SCHEDULES:
Rejoinder B-1
Rejoinder C-1
Rejoinder C-3
Rejoinder H-1



Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Summary of Rate Base

Exhibit
Rejoinder Schedule B-1
Page 1
\Mtness: Bourassa

Line
No.

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 3,195,818
t64,185

$ 3,195,818
164,185

Net Utility Plant in Service $ 3,031,633 $ 3,031,633

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction

Accumulated Amortization of CIAC

294,745
(16,207)

294,745
(16,207)

Customer Meter Deposits
Deferred Income Taxes & Credits
Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Plus:
Unamortized Finance Charges
Material and Supplies Inventories
Prepayments
Allowance for Working Capital

Total Rate Base s 2,753,096 $ 2,753,096

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

SUPPORTING SCHEDULES:
Rejoinder B-2
Rejoinder B-5



Utility Source, L.L.c. - Water Division
Test Year Ended December 31, 2005

Original Cost Rate Base Proforma Adjustments

Exhibit
Rejoinder Schedule B-2
Page 1
Witness: Bourassa

Line

M

Adjusted
at

End of
Test Year Adjustments

Rejoinder
Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 2,459,235 736,583 $ 3,195,818

Less:
Accumulated
Depreciation 127,392 36,792 164,185

Net Utility Plant
in Service $ 2,331,843 $ 699,791 $ 3,031 ,633

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction (CIAC) 294,745 294,745

Acc um, Amortization of CIAC (16,694) 486 (16,207)

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits

0

Plus:
Unamortized Finance Charges
Material and Supplies inventories
Prepayments
Allowance for Working Capital

Total 35 2,053,792 $ 699,304 $ 2,753,096

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULES:
Rejoinder B-2, pages 2
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Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Computation of Working Capital

Exhibit
Rejoinder Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capitai (1/8 of AIlowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)

$ 6,329
1,512

$ 7,842

$

$

Total Working Capital Allowance Rejoinder

Total Working Capital Allowance Requested

Working Capital per Direct Filing

Increase (Decrease) in Working Capital $

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rejoinder B-1

I



Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Income Statement

Exhibit
Rejoinder Schedule C-1
Page 1
Witness: Bourassa

Adjusted
Book

Results Adiu some pts

Rejoinder
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Metered W ater Revenues
Unmetered Water Revenues
Other W ater Revenues

$ 89,110 $ 83,560 $ 172,670 $ 312,361 $ 485,031

$
1,657

90,768 $ 83,560 $
1,657

174,328 $ 312,361 $
1 ,657

486,689
Operating Expenses

$ $ $

36,292
0

8,747
4,292

12,428
2,446

36,292
0

8,747
4,292

12,428
2,446

36,292
0

8,747
4,292

12,428
2,446

Ra 12,500
10,222
73,799

12,500
10,222
98,651

12,500
10,222
98,65124,852

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
insurance .. General Liability
insurance - Health and Life
Regulatory Commission Expense -
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

5,813 6,222 12,035 12,035

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

s
$

166,539 $
(75,772) $

31,074
52,486

$
$

197,613 $
(23,286) $ 312,361

$
$

197,613
289,075

Total Other Income (Expense)
Net Profit (Loss)

$
$

- $
(75,772) $ 52,486

$
$

- $
(23,286) $ 312,361

$
$ 289,075

Line

Q S
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41

SUPPORTING SCHEDULES:
Rejoinder C-1, Page 2
Rejoinder C-2

RECAP SCHEDULES:
Rejoinder A-1
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Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses

Exhibit
Rejoinder Schedule C-2
Page 1
V\Atness: Bourassa

Line
No,

Depreciation
Expense

Q
intentionally
Left Blank

§
Intentionally
Left Blank

Revenues

Adjustments to Revenues and Expenses

.Z 8 5.
Property Proforma Intentionally

Taxes Revenue Adiustment Left Blank
83,560

Subtotal
83,560

Expenses 24,852 e,222 31,074

Operating
Income (24,852) (6,222) 83,560 52¢486

Interest
Expense

Other
Income /
Expense

Net Income (24,852) (6,222) 83,560 52,486

1
intentionally
Left Blank

Adjustments to Revenues and Expenses

§ 8 L
Intentionally intentionally intentionally
Left Blank Left Blank Left Blank

Intentionally
Left Blank

L
Intentionally
Left Blank Subtotal

83,560Revenues

Expenses 31,074

Operating
Income 52,486

Interest
Expense

Other
Income /
Expense

Net Income 52,486

L
Intentionally
Left Blank

Adiustments to Revenues and Expenses

L 1§ LE
Intentionally Intentionally intentionally
Left Blank Left Blank Left Blank

Jo
Intentionally
Left Blank

L
Intentionally
Left Blank Total

83,560Revenues

Expenses 31 ,074

Operating
Income 52,486

Interest
Expense

Other
Income /
Expense

1
2
3
4
5
e
7
8
9

10
1 1
12
13
14
15
16

17
18
19
20
2 1
22
23
24
25
26
27
28
29
3 0
3 1
32
33
34
35
36

37
38
a s
4 0
4 1
42
4 3
44
4 5
4 6
47
4 8
49
50
51
52
53
54
55
56 Net Income 52,486



Utility Source, L.L.C... Water Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses
Adjustment#1

Exhibit
Rejoinder Schedule C-2
Page 2
Witness; Bourassa

Direct
Adjusted

Oriqinal Cost

From Rejoinder
B-2 Adj. #1

Plant

Intentionally
Left

Blank

Rejoinder
Adjusted

Oriqinal Cost
Depreciation

Expense

210,000
72,997

210,000
72,997 2,431

1,335,238 736,583 2,071,821 68,992

87,400
158,711

5,4a7
321 ,452
147,200

86,250

B7,400
158,711

5.487
321,452
147,200

86,250

4870
19,839

183
7,136
2,944
2,812

Account

M
301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Descfintlon
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backtlow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

34,500 34,500

Proposed
Rates

0.00%
0.00%
0.00%
3.33%
2.50%
250%
3.33%
6.67%
2.00%
5.00%

12.50%
3_33%
2.22%
200%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

690

TOTALS $ 2,459,235 $ 736,583 $ $ 3,195,818 $ 109,456

$ 294,745 s 294,745
Composite

3.666% $ (10,805)

$ 294,745 s $ $ 294,745 s (10,805)

s 98,651
73,799

$ 24,852

Line

M
1 Depredation Expense
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
GO
64 Less: Amortization of CIAC -Rebuttal Balance End of TY
'55
66
67
68 Adjusted Test Year Depreciation Expense Rejoinder Filing
69 Adjusted Test Year Depreciation Expense Rebuttal Filing

"70
71 Increase (decrease) in Oepredation Expense
72
73 Adjustment to Revenues and/or Expenses $ 24,852
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Utility Source, L.L.C. - Water Division
Test Year Ended December 31, 2005

Computation of Gross Revenue Conversion Factor

Exhibit
Rejoinder Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
0.00%

State Income Taxes 0.00%

Other Taxes and Expenses 0.00%

Total Tax Percentage 0.00%

Operating Income % = 100% - Tax Percentage 100.00%

Gross Revenue Conversion Factor1

Operating Income % 1.0000

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rejoinder A~1
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I.

Q-

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My na me  is  Thoma s  J . Boura s s a . My bus ine s s  a ddre s s  is  139 W. Wood Drive ,

P hoe nix, Arizona  85029.

HAVE YOU P REVIOUS LY S UBMITTED DIRECT AND REBUTTAL

TESTIMONY IN THE INSTANT CASE?

Ye s , my dire ct a nd re butta l te s timony wa s  s ubmitte d  in  s upport of the  in itia l

a pplica tion in this  docke t by Utility Source , L.L.C..-. Se we r Divis ion ("USLLC" or

"Compa ny").

WHAT IS  THE P URP OS E OF  THIS  REJ OINDER TES TIMONY?

I will provide  re joinde r te s timony in re s pons e  to the  s urre butta l filings  by Arizona

Corpora tion Commis s ion Utilitie s  Divis ion S ta ff ("S ta ff") a nd the  Ponde ros a  Fire

Dis trict ("Dis trict") with re s pe ct to ra te  ba s e , re ve nue s  a nd e xpe ns e s , a nd ra te

des ign. My re joinde r te s timony on the  cos t of capita l can be  found unde r sepa ra te

cove r.

Q, W H A T  IS  T H E  R E VE N U E  IN C R E A S E  T H A T  T H E  C U MP A N Y IS

P RO P O S ING  IN THIS  REJ O INDER TES TIMO NY?

The  Compa ny is  propos ing  a  to ta l re ve nue  re quire me nt of $253,559, which

cons titutes  an increase  in revenues  of 5B139,654, or 122.61 pe rcent over adjus ted

test year revenues.

HOW DOES  THIS  COMP ARE WITH THE COMP ANY'S  REBUTTAL

FILING?

In  the  re butta l filing , the  Compa ny re que s te d  a  to ta l re ve nue  re quire me nt of

$283,384, an increase  in revenues of $169,479, or 148.79 percent.
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A.

A.

A.

A.

W H Y IS  T H E  R E Q U E S T E D  R A T E  IN C R E A S E  L O W E R  IN  T H E

CO MP ANY' S  REJ O INDER F ILING ?



The Company's  rebuttal filing reflects  the adoption of Staff' s  recommendation to

remove additional plant-in-service  tota ling $216,389. Original Cost Rate  Base

("OCRB") and Fair Value Rate  Base ("FVRB") are  decreased by $202,711 from

the  rebutta l filing. The adjusted test year level of operating expense has been

reduced by $8,591 compared to the Company's rebuttal adjusted test year levels

primarily as a result of a decrease to depreciation expense and property taxes.

Q. HAS THE COMP ANY P ROP OS ED TO INCREAS E OPER.ATING

EXP ENS ES  TO REFLECT THE BILLING AND CUS TOMER S ERVICE

COSTS ASSOCIATED WITH THE ADDITONAL 350 CUSTOMERS?

No, a nd a s  a  re s ult ope ra ting e xpe ns e s  a re  to s ome  e xte nt unde rs ta te d.

Q. P LEAS E S UMMARIZE THE P ROP OS ED REVENUE REQUIREMENTS

AND R.ATE INCREAS ES  FOR THE COMP ANY AND S TAFF AT THIS

STAGE OF THE PROCEEDING?

The proposed revenue requirements and proposed rate increases are as follows :

Revenue Requirement Revenue lncr. % Increase

Company Direct $301,124 $187,220 164.37%

Staff Direct $224,908 $111,003 97.45%

Company Rebuttal $283,384 $169,479 148.79%

Staff Surrebuttal $235,454 38121,549 106.71 %

Company Rejoinder $253,559 $139,654 122.61%
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Q- WHY IS STAFF'S REVENUE REQUIREMENT AND REVENUE

INCREAS E LOWER RELATIVE TO US LLC?

A.

A.

A.

A. The  diffe rence  in the  revenue  requirement be tween S ta ff and the  Company of

$18,105 is primarily due to a difference in each of the party's recommended return.

Staff is  recommending an 8.9 percent return. See Michlik SB at 8. The Company

continues to recommend a return of 10.5 percent.



Q. YOU AGREE THAT THE REQUESTED RATE INCREASE IS

LARGE?

DO

A. Yes. However, the actual expenses and plant investment (rate base) support the

large increase and the Company should be afforded the ability to recover its

operating expenses as well as a return on and of that investment. Stated another

way, which I believe is accurate, the existing rates were initially set too low.

Again, and I must emphasize, the Company has made an extraordinary proposal to

include revenues from potential future customer growth which may not materialize

for several years in order to help minimize the impact. As I will discuss later in

my testimony, the Company will not earn the return authorized in the instant case

for several years - at best.
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Q- IN THE COMPANY'S PRIOR CASE, DIDN'T STAFF RECOMMEND

MUCH HIGHER RATES THAN WERE APPROVED?

Yes. While not being directly relevant to the instant case, Staff' s analysis in the

prior case did recognize that higher 'initial' rates were warranted. Based on the

information at the time, Staff recommended rates which were much higher than

those approved. The flat monthly charge Staff recommended for a residential

customer was $40.64. The 'initial' rates recommended by Staff in the prior case

are not that different than the Company's recommendations in the instant case.

Under the Company's proposed rates, the average bill for a residential customer

will be $31.96. It is not surprising that higher rates are being recommended by the

Company in the instant case. The CC&N application schedules and including plant

costs (actual and projected) and customer growth in the prior case demonstrated

track to the actual expenses and plant investment in the instant case - especially

considering the inclusion of the pro-forma customer growth. Putting this aside, the

Company's recommendations are based on actual expenses and rate base ._ which



was  the  s ta ted objective  of the  Commiss ion in the  prior case . (See  Decis ion 67446,

January 4, 2005)

Q- DO ES T HE C O MP ANY C O NTINUE T O INC LUDE P R O -F O R MA

R E VE NUE S F R O M P O TE NTIAL F UTUR E G R O WT H O F 350

CUS TOMERS  IN REVENUES ?

Ye s . As  you will re ca ll, the  company increa se  te s t yea r revenues  by $54,353 for

pro-forma  re ve nue s  from future  cus tome r growth. The  portion of the  re ve nue

re quire me nt from pro-fonna  re ve nue s  a t propos e d ra te s  is  $12l,968, which is

a pproxima te ly 48 pe rce nt of the  propose d re ve nue  re quire me nt. Be ca use  of this ,

the  impact to exis ting ra te  payers  is  s ignificantly reduced.

Q. PLEASE QUANTIFY THE REDUCTION IN THE IMPACT TO RATE

PAYERS BY THE INCLUSION OF THE PRO-FORMA REVENUES?

A. Without the  inclus ion of pro~forma  revenues , the  required ra te  increase  to achieve

the  revenue  requirement would be  approxima te ly $193,000. This  would cons titute

a  ra te  incre a s e  of a pproxima te ly 325 pe rce nt. By inc lu s ion  o f the  p ro -fo rm

re ve nue s , the  ra te  incre a se  droppe d to a pproxima te ly 123 pe rce nt - a  62 pe rce nt

re duction  from the  re quire d  incre a s e  without the  pro-forma  re ve nue s . The

Compa ny ha s  s hifte d a  s ignifica nt portion of the  ra te  pa ye r impa ct to pote ntia l

future  cus tome r growth. In fa ct, the  pro-forma  re ve nue s  from growth ma ke  up

nearly 87 percent of the  requested ra te  increase .
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Q- P LEAS E EXP LAIN.

A.

A.

As  you will re ca ll, unde r the  Compa ny's  propos e d ra te s , the  pro-forma  re ve nue s

tota l a pproxima te ly $122,000 while  the  re que s te d ra te  incre a s e  is  a pproxima te ly

$140,000. Dividing $122,000 by $140,000 yie lds  approxima te ly 87 pe rcent. It

should be  noted tha t the  potentia l cus tomer growth may not ma te ria lize  for seve ra l

ye a rs  a nd, in  the  ins ta nt ca s e , the  Compa ny will not e ve n re a lize  the  re turn



authorized by the  Commiss ion until such time  a s  tha t growth may ma te ria lize . It

is  not news  the  hous ing marke t has  experienced a  s ignificant s low down in the  pas t

year or so and is  not expected to recover until the  2nd half of 2008 a t the  earlies t.

Q. HO W MUC H C US TO ME R  G R O WTH O C C UR R E D I N 2006?

A. Zero.

Q- WITHO UT THE  R E VE NUE S  F R O M P O TE NTIAL F UTUR E  C US TO ME R

G R O W T H ,  W H AT  IS  T H E  R E T U R N  O N  R AT E  B AS E  U N D E R  T H E

CO1\'IP ANY'S  P ROP OS ED RATES  AND S TAFF'S  P ROP OS ED RATES ?

Unde r the  Compa ny's  propose d ra te s  the  re turn is  a pproxima te ly a nega tive 0.47

pe rcent and unde r S ta ff' s  proposed ra te s  the  re turn is  approxima te ly nega tive 1.6

pe rcent.
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Q- WHAT  WO ULD B E  T HE  P R O J E C T E D AC T UAL R E T UR NS  F O R  T HE

NE XT THR E E YEARS AS S UMING ANNUAL G R O WT H O F 50

CUS TO MERS AND AS S UMING ANNUAL G R O WT H O F 100

CUS TOMERS ?

A.

A. I have  prepa red an exhibit to illus tra te  the  projected re turns  for the  sewer divis ion.

S e e  Re joinde r Exhibit 1 , pa ge s  5  a nd 6 . As s uming a n  a nnua l growth  of 50

cus tome rs  the  proje cte d a ctua l re turn for proje cte d ye a rs  1, 2, a nd 3 a re  0.40

pe rcent, 1.97 pe rcent, and 3.53 pe rcent, re spective ly. Assuming an annua l growth

of 100 cus tomers  the  projected actua l re turn for projected years  1, 2, and 3 a re  1.27

percent, 4.41 percent, and 7.54 percent, respective ly. Id. These  projections  assume

no incre a s e s  in  ope ra ting e xpe ns e s  a nd incre a s e s  in  ra te  ba s e  a s  a  re s ult of

additiona l required plant inves tment. Us ing S ta ff' s  proposed ra te s  the  re turns  a re

fa r le s s . Id. a t 7 and 8. The  a s sumptions  tha t the re  will be  no change  in ope ra ting

e xpe ns e s  a nd ra te  ba s e  a re  unre a lis tic. As  a  re s ult the  re turn proje ctions  s ta te d

a bove  a re  high-e nd e s tima te s . As  I ha ve  s ta te d, while  the  Compa ny is  including



re ve nue s  from pote ntia l future  growth to  he lp minimize  the  impa c t to  ra te  pa ye rs ,

in  doing  s o , it is  ta king  e normous  ris k while  a t the  s a me  time  re ce iving  ve ry low

re turns  for s e ve ra l ye a rs .

YOU HAVE USED A FIGURE OF 350 POTENTIAL FUTURE

CUSTOMERS THROUHOUT THIS PROCEEDING, IS THIS A KNOWN

NUMBER BASED ON RECENT INFORMATION?

It is  a c tua lly h igh  by 70  to  75  cus tome rs  ba s e d  on  the  la te s t ma s te r p la n  for the

F la gs ta ff Me a dows  - P ha s e  III de ve lopme n t. The  c urre n t ma s te r p la n  s hows

d e ve lo p me n t o f 2 7 6  lo ts ,  n o t th e  a n tic ip a te d  3 5 0  lo ts  th e  C o mp a n y h a s  u s e d

throughout th is  proce e ding. Ne ve r-the -le s s ,  the  Compa ny c ontinue s  to  ba s e  it

propos a ls  us ing pote ntia l future  growth of 350.

WILL THE COMPANY HAVE TO EXTEND ITS CC&N TO

ACCOMMODATE THE ADDITIONAL 70 TO 75 CUSTOMERS?

Yes .

WHO OWNS THE LOTS AND WHO IS THE BUILDER FOR FLAGSTAFF

MEADOWS PHASE III?

Empire  Bu ilde rs . E mp ire  Bu ild e rs  is  n o t a ffilia te d  with  th e  C o mp a n y o r its

s ha re holde r.

IS THAT BUILDER FUNDING THE ON-SITE INFRASTRUCTURE FOR

THE DEVELOPMENT THROUGH CONTRIBUTIONS-IN~AID OF

CONSTRUCTION?
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Yes .

Q.

Q.

Q.

PLEASE RESPOND TO MR. MICHLIK'S COMMENTS ON PAGE 10 OF

HIS SURREBUTTAL TESTIMONY FOR THE WATER DIVISION THAT

UNDER STAFF'S RATES THE COMPANY WILL HAVE A SUFFICIENT

OPERATING MARGIN?



Putting a s ide  tha t a n ope ra ting ma rgin a pproa ch is  not a ppropria te  in the  ins ta nt

ca se , Mr. Michlik cla ims  the  Company will have  an ope ra ting margin of 41 pe rcent

for the  sewer divis ion. See  Michlik SB a t 10 . Wha t he  doesn't disclose  is  tha t tha t

opera ting margin assumes the  potentia l future  350 customers  are  connected and the

Compa ny is  re ce iving re ve nue s  from the m. None  of the  350 cus tome rs  a re

a ctua lly the re  a nd his  ope ra ting ma rgin is fiction. In  re a lity, if no  a dditiona l

cus tome r growth occurs , the n the  Compa ny will ha ve  a nega tive 14.43 pe rcent

ope ra ting ma rgin unde r S ta ff ra te s . Id. And, like  the  ra te  of re turn, it will ta ke

seve ra l yea rs  to achieve  tha t ope ra ting margin a s suming no increa se  in ope ra ting

e xpe ns e s  a nd ra te  ba s e  a s  a  re s ult of furthe r pla nt inve s tme nt. Aga in, a rgua bly

the s e  a re  unre a lis tic a s s umptions . S o, it is  more  like ly the  Compa ny ma y ne ve r

achieve  tha t opera ting margin under Sta ff's  ra tes .

Q- WILL THE COMPANY HAVE SUFFICIENT OPERATING MARGIN

UNDER THE COMPANY'S PROPOSED RATES?

I

Not for the  s e we r divis ion. The  s e we r divis ion will ha ve  a nega tive 6.51 percent

unde r the  Company's  proposed ra te s . Id. a t 5 and 6. On the  othe r hand, combined

with the  wa te r divis ion's  pos itive  ope ra ting ma rgin, ove ra ll the  Compa ny will ha ve

a  pos itive  ope ra ting ma rgin of a bout 12 pe rce nt. Ba s e d on my e xpe rie nce , S ta ff

typica lly re comme nds  a  minimum of 10 pe rce nt for ca s e s  in which a n ope ra ting

margin approach is  used. do not typica lly a s cribe  to ha ving the  wa te r divis ion

s ubs idize  the  s e we r divis ion, or vis a  ve rs a . Ra te s  s hould be  s e t to s upport the

opera ting expenses  and plant used to se rve  ra te  payers  for each divis ion.

the  ins tant case , the  Company is  willing to accept tha t scenario - for now a t leas t.

Bu t,  in

Q- DO YOU HAVE ANY P ROBLEMS  WITH AN 8 .9  P ERCENT RETURN?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15 . A.

16

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

A.

A. Ye s . As  you ca n s e e , e ve n the  10.5 pe rce nt re turn is  ins ufficie nt to provide  a

pos itive  ope ra ting margin for the  sewer divis ion unde r a  no growth scena rio. An



8.9 percent exacerbates the problem.

negative operating margin under Staffs proposed rates at a 6.23 percent return, the

overall operating margin is a negative 8.62 percent. This is insufficient by any

standard.

In fact, the combined the water division's

AT WHAT POINT WILL THE SEWER DIVISION EXPERIENCE A

POSTIVE OPERATING MARGIN UNDER STAFF PROPOSED RATES?

It appears from the analysis that at least 100 new customers will be necessary. At

that level the analysis shows a positive operating margin of about 1 percent. Id at

7 and 8.

PLEASE RESPOND TO THE SURREBUTTAL TESTIMONY OF THE

PONDEROSA FIRE DISTRICT.

My testimony in response to the district can be found in my water division

rejoinder testimony. I will not repeat that testimony here.

11.

Q -

RATE BASE.

WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

BASE RECOMMENDATIONS?

The rate bases proposed by all parties in the case are as follows:

OCRB , FVRB

Company-Direct S 1,401,953 $ 1,401,953

Staff Direct $ 989,576 $ 989,576

Company Rebuttal $ 1,314,093 35 1,314,093

Staff Surrebuttal $ 1,113,582 S 1,113,582

Company Rejoinder $ 1,111,382 $ 1,111,382

1

2

3

4

5

6

7 A.

8

9

10

1 1

12 A.

13

14

15

16

17 A.

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6 A.

TO WHAT DO YOU ATTRIBUTE THE DECREASE IN RATE BASE

FROM THE REBUTTAL FILING TO THE REJOINDER FILING?

Q.

The Company has accepted Staffs adjustments to increase plant-in-sewice totaling



Plant-in-Se rvice.

P LE AS E  E XLAIN T HE  C O MP ANY' S  R E B UT T AL ADJ US T ME NT S  T O

P LANT-IN-S E R VIC E .

$236,389.

A.

B-2 re butta l a d jus tme nt numbe r 1  re fle c ts  a n  incre a s e  to  p la nt-in-s e rvice  of

$216,389. The  Compa ny ha s  a cce pte d a nd the  a djus tme nt ma tche s  S ta ff" s

proposed adjus tment. See  Michlik SB a t 5 .

Notably, to e limina te  issues  be tween the  parties , the  Company has  agrees  to

remove  $178,703 of cos ts  re la ted to evapora tive  lagoons . See  Michlik SB a t 6.

D O  S T A F F  A N D  T H E  C O MP A N Y A G R E E  O N  T H E  B A L A N C E  O F

P LANT-IN-S ER VIC E?

Ye s .

Q-

B. Accumulated Depreciation.

PLEASE EXPLAIN THE COMPANY'S REJOINDER ADJUSTMENT TO

ACCUMULATED DEPRECIATION?

B-2 rebutta l adjus tment number 2 re flects  the  increase  to accumula ted deprecia tion

for $14,030 a s s ocia te d with the  de cre a s e  to pla nt-in-s e rvice . The  Compa ny's

a djus tme nt is  lowe r tha n S ta ffs  a djus tme nt of $16,229. Both  S ta ff a nd  the

Compa ny compute d  a ccumula te d  de pre c ia tion  ta king  in to  a ccount a ll p la n t

adjus tments . The  Compa ny's  compute d a ccumula te d de pre cia tion a mount is

a pproxima te ly $2,200 highe r tha n S ta ff. I ha ve  no t found  a  re a s on  fo r the

discrepancy. See  Sta ff Surrebutta l Schedule  JMM-WW2.

1

2

3

4

5

6

7

8

9

1 0

11

12 A.

13

14

15

16

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

C. Accumulated Amortization of CIAC.

HAVE YOU MADE A REJOINDER ADJUSTMENT CONCERNING

CONTRIBUTIONS-IN-AID OF CONSTRUCTION?

A.

A.

Q.

A.

Yes . The  Company has  adjus ted the  ba lance  of accumula ted amortiza tion of CIAC



to re flect the  change  to the  composite  deprecia tion ra te  as  the  result of the  changes

to pla nt-in-s e rvice . B-2 re butta l a djus tme nt numbe r 3 re fle cts  this  a djus tme nt.

The Company accumula ted amortiza tion balance  of $14,425 is  the  same as  Staff' s .

111.

Q-

INC O ME  S TATE ME NT.

WO ULD YO U  P L E AS E DIS CUS S T HE C O MP ANY' S P ROP OS ED

ADJ US TME NTS  TO  R E VE NUE S  AND E XP E NS E S  AND IDE NTIF Y ANY

ADJ US TMENTS  YOU HAVE ACCEP TED FROM S TAFF?

Ye s . The  Compa ny re joinde r a djus tme nts  a re  de ta ile d on Re butta l Sche dule  C-2,

pages  1-3. The  re joinde r income  s ta tement with adjus tments  is  shown on Rebutta l

Schedule  C-I, pages  1-2.

Re joinder adjus tment 1 annua lized deprecia tion expense  taking into account

the changes to plant-in-service, as  discussed above.

Re joinde r a djus tme nt numbe r 2 re duce s  prope rty ta x e xpe nse  a nd re fle cts

the rej binder proposed revenues .

Iv.

Q.

RATE DES IG N.

P L E AS E  S U MMAR IZ E  T H E  P O S IT IO N S  O F  T H E  P AR T IE S  W IT H

RES P ECT TO THE RATE DES IGN.

Both Sta ff and the  Company propose  the  same bas ic ra te  des ign which is  based on

water usage ra ther than fla t monthly ra tes  .

Q. WHAT ARE THE COMP ANY'S  REJ UINDER P ROP OS ED RATES ?

A.

A.

The re joinder proposed ra tes  are :

Cus tomer
Class

Fla t Monthly
Charge

Charge  per 1,000 gallons
of Water Usage

1

2

3

4

5

6

7

8

9

10

1 1

12

13

1 4

15

16

17

18

19

2 0

2 1

2 2

23

2 4

2 5

2 6

Re s ide ntia l

Car Washes,

N/A $ 6.13

A.

A.

_10_



La undroma ts , Comme rcia l,

Ma nufa cturing N/A

Hote ls , Mote ls N/A

Restaurants N/A

Indus tria l La undrie s N/A

Waste  Haulers N/A

Restaurant Grease N/A

Trea tment Plant Sludge N/A

Mud Sump Was te N/A

$ 5.99

$ 8.03

33 9.92

$ 8.80

$179.52

$157.08

$179.52

$561.00

AR E  S TAF F  AND THE  C O MP ANY AG R E E ME NT O N THE  C O MP ANY' S

P RO P O S ED METER AND S ERVICE LINE INS TALLATIO N C HAR G E S ?

Ye s .

AR E S TAF F AND T HE C O MP ANY I N AG R E E ME NT O N T HE

C O MP ANY' S  P R O P O S ED METER  AND S ER VIC E LINE INS TALLATIO N

CHARGES ?

Ye s .

DOES T HAT C O NC LUDE YO UR R E J O INDE R TE S TIMO NY

R E G AR DING  THE  WATE R  AP P LIC ATIO N?

1

2

3

4

5

6

7

8

9

10

11

12 A.

13

14

15

16 A.

17

18

19 A.

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Ye s .

Q.

Q.

-11_



Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibil
Rejoinder Schedule A-1
Page 1
Witness: Bourassa

Line
No .

Fair Value Rate Base $ 1,111,382

Adjusted Operating Income (22,959)

Current Rate of Return -2.07%

Required Operating Income $ 116,695

Required Rate of Return on Fair Value Rate Base 10.50%

Operating Income Deficiency $ 139,654

Gross Revenue Conversion Factor 1.0000

Increase in Gross Revenue
Requirement $ 139,654

% Increase 122.61%

Customer
Classification
(Residential Commercial, Irrigation)

Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

3/4 Inch Residential
1.5 Inch Commercial
2 Inch Commercial

$ 47,983
2,750
3,326

$ 107,674
6,171
7,464

59,691
3,421
4.138

Revenue Annualization 3.836 8,607

$
$
$
$
$ 4,772

Proforma Revenues 54,353 121 v968 s 67,615

124.40%
124.40%
124.40%

0.00%
124.40%

0.00%
124.40%

0.00%
124.40%Subtotal $ 112,248 $ 251,884 $ 139,636

Other Revenues 1 ,657 1 ,657 0.00%
0.00%
0.00%

122.59%Total of Water Revenues (a) $ 113,905 $ 253,541 $ 139,636

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

SUPPORTING SCHEDULES:
Rejoinder B-1
Rejoinder C-1
Rejoinder C-3
Rejoinder H-1



Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Summary of Rate Base

Exhibit
Rejoinder Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 1,379,092
82,161

$ 1,379,092
82,161

Net Utility Plant in Service $ 1,296,931 $ 1,296,931

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction

Accumulated Amortization of CIAC
197,973
(12,425)

197,973
(12,425)

Customer Meter Deposits
Deferred Income Taxes 8¢ Credits
Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Pius:
Unamortized Finance Charges
Material and Supplies Inventories
Prepayments
Allowance for Working Capital

Total Rate Base $ 1,111,382 $ 1,111,382

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

SUPPORTING SCHEDULES:
Rejoinder B-2
Rejoinder B-5

r



Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Original Cost Rate Base Proforma Adjustments

Exhibit
Rejoinder Schedule B-2
Page 1
Witness: Bourassa

Adjusted
at

End of
Test Year Adjustments

Rejoinder
Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 1,595,481 (216,389) $ 1,379,092

Less:
Accumulated
Depreciation 96,191 (14,030) 82,161

Net Utility Plant
in Service $ 1,499,290 $ (202859) $ 1,296,931

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction (CIAC) 197.973 197,973

Acc um. Amortization of CIAC (12,777) 352 (12,425)

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits

0

Plus:
Unamortized Finance Charges
Material and Supplies Inventories
Prepayments
Allowance for Working Capital

Total $ 1,314,093 $ (202,711) $ 1,111,382

Line

MQ
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULES:
Rejoinder B-2, pages 2
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Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Computation of Working Capital

Exhibit
Rejoinder Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water Treatment (1/24 of Purchased Water)

$ 8,412
726

$ 9,138

$

$

Total Working Capital Allowance Rejoinder

Total Working Capital Allowance Requested

Working Capital per Direct Filing

Increase (Decrease) in Working Capital $

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rejoinder B-1



Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Income Statement

Exhibit
Rejoinder Schedule C-1
Page 1
Witness; Bourassa

Adjusted
Book

Results Adiustments

Rejoinder
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 112,248 $ $ 112,248 $ 139,654 $ 251,902

$
1,657

113,905 $ $
1,657

113,905 $ 139,654 $
1 ,657

253,559

Operating Expenses
$ $ $

17,423 17,423 17,423

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22

3,945
4,793
1,195

24,902
15,000

3,945
4,793
1 ,195

24,902
15,000

3,945
4,793
1 ,195

24,902
15,000

12,500
4,965

55,610 (10,585)

12,500
4,965

45,025

12,500
4,965

45,025

Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Professional
Contractual Services - Testing
Contractual Services - Other
Repairs and Maintenance
Rents
Transportation Expenses
insurance
Regulatory Commission Expense - Re
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
income Tax

5,123 1 ,994 7,116 7,116

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

$
$

145,455 $
(31,550) $

(8,591) $
8,591 $

136,864 $
(22,959) $ 139,654

$
$

136,864
116,695

Total Other Income (Expense)
Net Profit (Loss)

$
$

- $
(31,550) $ 8,591

$
$

- $
(22,959) $ 139,654

$
$ 116,695

23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41

SUPPORTING SCHEDULES:
Rejoinder C-1, Page 2
Rejoinder C-2

RECAP SCHEDULES:
Rejoinder A-1
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Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses

Exhibit
Rejoinder Schedule C-2
Page 1
Witness: Bourassa

Line
No, Q

intentionally
Left Blank

1
Depreciation

Expense

Z
Property

Taxes

Adjustments to Revenues and Expenses

3 5
Intentionally Intentionally
Left Blank Left Blank

Q
Intentionally
Left Blank Subtotal

Revenues

Expenses (10,585) 1.994 (8,591)

Operating
Income 10,585 (1 ,994) 8.591

Interest
Expense

Other
Income I
Expense

Net Income 10,585 (1 ,994) 8.591

z
Intentionally
Left Blank

§
intentionally
Left Blank

Adjustments to Revenues and Expenses

9 L
Intentionally Intentionally
Left Blank Left Blank

L
intentionally
Left Blank

L
Intentionally
Left Blank S ubtota l

Revenues

Expenses (8,591)

Operating
Income a,591

Interest
Expense

Other
Income l
Expense

Net Income 8.591

16 §
Intentionally
Left Blank

3
Intentionally
Left Blank

Adjustments to Revenues and Expenses

LE Q
intentionally Intentionally
Left Blank Left Blank

intentionally
Left Blank

L
Intentionally
Left Blank Total

Revenues

Expenses (8,591)

Operating
Income 8.591

Interest
Expense

Other
Income /
Expense

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16

17
18
19
20
2 1
22
2 3
24
25
28
27
28
2 9
30
3 1
3 2
3 3
34
35
36

37
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
46
47
4B
4 9
50
5 1
52
53
5 4
55
56 Net Income 8,591



Utllity Source, L.L.c. - SewerDivision
Test Year Ended December 31, 2005

Adjustments to Revenues and Expenses
Adjustment #1

Exhibit
Rejoinder Schedule C-2
Page 2
Witness: Bourassa

Line
82

Depredation Expense
Direct

Adjusted
Original Cost

From
B-2 Adl. #1

Plant

intentionally
Left

Blank

Rejolnder
Adjusted

Original Cost
Depreciation

Expense

105,000
56,350
2,a79

105,000
56,350
2,s79

1,876
144

260,553 260,553 5,211

60,375 60,375 1,208

3,450 3.450 345

Account
Ag,
351
352
353
354
355
360
361
362
363
364
ahs
370
371
380
381
382
389
390
391
393
394
395
398

Descrlntion
Organization
Franchises
Land and Land Rights
Structures and Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers Gravity
Special Collecting Structures
Services to Customers
Flow Measuring Devices
Flow Measuring Installations
Receiving Wells
Pumping Equipment
Treatment and Disposal Equipment
Plant Sewers
outfall Sewer Lines
Other Plant and Misc. Equipment
Office Furniture and Equipment
Transportation Equipment
Tools, Shop and Garage Equipment.
Laboratory Equipment
Power Operated Equipment
Other Tangibleplant

1,106,874 (216,389) 890,485

Proposed
Rates

000%
0.00%
0.00%
3.33%
5.00%
2.00%
2.00%
2.00%
2.00%

10.00%
10.00%
3.33%

12.50%
5.00%
5.00%
3.33%
657%
6.67%

20.00%
5.00%

10.00%
5.00%

10.00%

44,524

TOTALS $ 1,595,481 $ (216,389) s $ 1,379,092 $ 53,308

Lessee Amortization of CIAC » Rebuttal Balance End of TY $ 197,973 $ 197,973 4.18% $ (B,283)

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
la
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
63
64
65
66 s 197,973 s $ $ 197,973 $ (8,283)

$ 45,025
55,610

$ (10,585)

67 Adjusted Test Year Depreciation Expense Rejoinder Filing
68 Adjusted Test Year Depreciation Expense Rebuttal Filing
69
70 Increase (decrease) in Depreciation Expense
71
72 Adjustment to Revenues and/or Expenses $ (10,585)
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Utility Source, L.L.C. - Sewer Division
Test Year Ended December 31, 2005

Computation of Gross Revenue Conversion Factor

Exhibit
Rejoinder Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
0,00%

State Income Taxes 0.00%

Other Taxes and Expenses 0.00%

Total Tax Percentage 0.00%

Operating Income % = 100% - Tax Percentage 100.00%

Gross Revenue Conversion Factor1
Operating Income % 1.0000

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rejoinder A-1



'o
G.) 4-4.c w <

Q.80 Z Sz

8o
Qo

L..

o

as. m a

8

0-4 (D 8m v'o
O M

8
o
LQ
o
v '

'T
a
2 is:J w
' u wG) (5
8 :J
cm
as in.- 88.-aa-§°a°9urn:a§m

( D
LU
_ I
3
D
LU

O
U)
D.
<
O
UJ
nr

go
>-
. .
(0
a>

| -
\4-
o

U
C
LIJ
'U
Q)*
m

'u
<

. .
C

813 *a
m | -

D.

8oQ
-m g

8o
Qoo'-

g
o
q
o
o

O
of>
<-

o
o f

_*E '
2 3
oa E

<

1.-
N

1-

1.-
1"'
N
I :
1-

'U
2 .. g.c cm o
.98 o
g o

8o
LQo

8o
LQo

251
§6.30

OMC'

8o
LQo'-

cu
G.)

> -
. - -
(IJ
ax

I -
w -
o

' u
C

LLI

'E

§"a*5
ay |-
D.

8
O
QEC)

8o
Qoo

o
Qo
O

o
Z'
m

I
L o
&~'>

<3-o
LQ' -

LO
Vu
<4
<!-o
*Q' -

3 8
.Qo
8  n _
Q B

300
d9.9u-IDEQ
-.84
U 88_l.o»..
.10
-'c
86
u Eg a s
"l>-<n

5 1 -

a> :
E

c u  :s3  O
a E

<

<16
LU

3
a
UJ

O
( 0

(D
43I-M

_|

Ru
o 6

O 13a.cD)

4-'
__ .Q
c y  m

r . :  D

EL..

~4- .2O x

E  C
o

<-' ._|
m

>
3
U'
Lu
mL
GJ
2
o.cxoo
(D

_cm
(5

'O- l

o
|-

D. o
:> ED
(DCC

3

q) .
o o.8Z\-nm<rLor.ol\ooo~»_ t'(\O')<'LO(DI\@OTv \-(\I(*) 'l~ £ D l \ 9 JO 7 O *

v°\~*\-v°v-**v'C\IC\1<\J(\IC\(\IC\l(\l€\I C">(*')



_c cm
um o

8~
8o
Qo

'JS
<v.°3
2 8
E

3
O

I

<11
D
GJ_. m
3 8
a>.: 'E
o
co cm
a > . .

8;5._09m
>< ._. 8°5Lump_§

4-f 8 v'

E

E 'JS
:s 9
C 9
< 5

L -

(0
(D
>-
U
m
*5
G.)
Q
D.
o
'U
C
UJ _EE*o84:

88<4~
8

I

ea

8*a
9 0
é"

8o
Qo

*5wt!
2 8
E

ws
G.)

> - a
4- 1
(I)
G)

|-
o

Ts 'JS
3 9CC 2
< 5

' c
C

IJJ
C U

ET
8

1

cO l-0
'

>~°§
SQ§*aE
°'|-'€<§'QB .1

- ! ' ° "5-| LE~Q 8 8
2 4:0

8;W a:31-
8

;
4)

69

4-1
. Q
m

D
4-
o
C
O
4-1

i/5
2
3
'o
.c
o
(D
U
C
'E
o
8
DQ '
C/'JLIJ

. :
O
in
G)
D

_m
cu

4- '
O
|-

5

q) .C§vN@¢@@N®®©;N®
__|

<r Lo co l\ of m O v' N <~'>v' v' v' v' x- v' N N N Cal



/

/

/

.Q
é'
940LQwegm:

m75
¢5<=§~l"""'_:Et

.s*l§°
Ago or
mg

§'i'
58?>~

`3'
l~

,I

r

r

G)
>
4:

/
/

/f
l

//
/

e~
rt:

/'

c
.9
fso

55 w8 L...~fu
"-~

c eaa
E

8
3'
o

I

wmvm@~wm®;Q w3m@ 3®

-LE
C

8'a
6?I Q
a 5@._ 80

8765
<,§ sC-CU

` O C~C
mf~$l°'Ds

N

3 'o ,,,4:§~85s¢°4.m§a. 838

an : 828883
825'

: c:go
88

wg'.,~;¢.
w E an

8 "'¢:'
w

888-488 m̀w.z:iV5g,=5
S°\vc¢I*mum

Co
38? £9-Q an

Q `
8> 8

fl' "6-q) o
cw E w 3

5

he

3
,Do
-cg841

,__C'J
a)'l~

O
1004

'°v»l8
8883478
88°> o

0t<%8*:spag-

§§®~
413

he
59

*~\-.

~9

he

8

v-
->̀
'-D
N

he

U)
O°2(v)v`

1~

go'
>

6? QISM#
o
5 8

3 4 5

a)"'a,">-90828m-:=mc8
*~/{,"> E10. 4-»§aT"'g'_.g

é~U¢,Q<E_'
*"§'¥'8UQ

NN

gr
cy)

Niv

"he

v

-\
QL
w
GJ

(0 _
<'v vo

N

8;
8?3

4

Ru
3
C
o

u
Q:
co
ms

-Q
GJ
.>
FT

~C
3  1Z ¢_»
o

°Q
9o

JL'

av

4



E 'Eo :8 o o
L -

g a> E
o

E

£88888
<=tQ<c<c<=t<t< ro< r< r< r< rN N N N N

I

_no
" B

o'>
'-0
m
LD

1- ' W N L D
N (W NW v N LD
m v q- l\

(D

m
ll)
m
8

Eu 3
o
m

9
4: 3 v-
2 3 a> am
.c .: m EX o ms. -
up cm n. E

215(D

'U
G) 4-0
my..
o :

o
o E\-Dn. <

ea 69* ea 9 vs ea

W W ' N W
l \  Lo o Lo

| P W (D O)
(D N OO N

v '

~q-| \
eq|\o

<-A y; ea ea ea ea

I

3
weo.. .
:Lea

82"Eu.
c
m

3
n: 'E

G).,,2
862
D.

w

m
of
°1
/\
W'

o © co C">
10 (\| cm LT
'E et et of_
N  m  ( q  v

LO

0

he he <9 9 <9 <9
G O C
r \ N <r <r

| v  o f N  l \
q- <"> q- q-
<o o

o9'
'Eq-

51.0
O f

' s

88
83
' s

a>
'a
a>

ea ea

\
o
c~'> I

-  1 "  | \  O
o LT
(*) gr)

a>o .Q ZN
o_ |  a

w

8O
(D N Q
-_ ~u
Q E -..

2 +4.Q
as E cm
cm >~

I

an m
3  ' 9

_| *u 8 M

q§"o a>

\l - (0 Lm

U)  O  E 3o
E  . a  o  1 8 `Nas E " '> in
<  z  o

' " Q

U)

cm

°' >

go of~4-

o  8  o

cn Q§'- 2~
- Ru

C

<
-8
5  t -

8g ._
._ o cm
a> 8 |..
E 8 8
O I; QS4-1 __ E
m m
: in 8
o _w `

'Uo :
cy

G)

c
.Q
'Si
.E

3
c
c
<
G)
J
c
m
3
no

E _ E
c ogo I..

no §.L ._o >
1686162 q)

E.c A g
_ ..u££
v... Ev-2

c 8
E t
0 1 5

,_a>
m=__a_g

'DM" 58§Em
o *ET .Cc-cox:-c

Cm

0)

G.) I
:  o  v '  N  c o Q  L m c o | \  o f
. J  z



|

mw
g

in S
oca

2
34: w e

88<1>2.C..CU7+-L§°'"§CDS..

bi

o o o o o o o o*E oz
4)
2q,l .C
o. o

C
m

8o
Qo

8393983883982o  o  o o  o  o  o o
Q Q Q Q Q Q Q Qo o o o o o o o

BE
o
q
~==rN
1.-

88898393988
<.12<l2<{<:§<II<l-.l<fI~q<1--=r"<r-<r<r<r~<r<rN N N N N N N N

' U
Eu

l I I I I I I I I

m
1.-

LD

OF on N cs N of N o
U? Q Cl! of LQ Q 'Q Qm co U) of G) l̀ - mI- 10 |- co1- 1- LD

I

i i
U)
GJ
2
Q.
: .

.Q
'Ci£0
in
c:
8

of
2
(0
m
2
.Q
aso
3_
Q.
m

10 vso an
413
gr:
o.

he ea

4 I n I I I I I I

of>
"z
N

I

40

r--oommoooa'Q"2'*Z°?'39C!C!n m - m o o o oCHI*-lIJl(9 |

4-4
c

as 3
q) N
»- n :

O .

I

ea cm

8,-4GJLO5,-.
2 9

O
O m
E n

qacc
H E0 3go :o0 6Q.m'

g
E

I
u_I

m
U
zvx
V)

: >

C

G)m

-3 Ia
E88Qm

m

083V05-9
88

..18Q
?§°'T858°oguJ31.85.3
s<>§

| -

|-
UP
L-

u Qu
E

'UQ U)
.938 <7> 2-»-» wr: cu

93B.

3

223

L_

£3

8
~»-o
v>c
_o
-3
CD
o
o
Q

3 8

u pUP as as
8 - 8 3 3 5 8

U14» § * J - l- I +- I®O(5 3 :
~8(5

2: 41 4-1
E E

51
c

' :

*a
8
3
c
as
E
3
9
8
E

8 8
s '; Tug 8

w 8-- .c .Q
'8808 as cu QQ

s'

8§_ 9§¢83§88§¢2§~§§§W§§:3~§§8o8§8s§8p2

w

>-8ws
.8+' L.c: cuan an

9w :J
g o

'uG.)

8'':
8
8
3
8

'8
ea
E
E
8E _

8% 'u
874Cu 1: ¢s~fn

238852388
'3i ' .§'6§3m cm.

88888835888ea __g_v,..___-'
§§§ §3§§§§3mncoor ._

E

. g o

c os
u18
8 3

0 3

m

58
c-E
82E..-
°.EO
28"o
_EC
o > .
e a
4+S̀>.
4"
'am§

s
' 8 9
QE
88

m

a(D Cl.<u
3 8 %
2 8 8
8 24/138
9:4115

gg.-
L u g -
§¢-3.I - ' = E

8 8'E

q) ..E Ol N@ W©N@®Q_J z
v-nc'><rv~r>f.o1\ooo>ov-nm<ru>¢or\ooc'> o Y* N m <r LD co N w<~'> (4) vo ("J (v) ro m <~'> UQ ca o v~ N go) v LDm v v q-<r <r



m
Cr:
m
E

C? 3
o

:|: an
2 asis: N W

.Q`8 q,aJ
- c.c.cu>.._»XO<U§

IJJUJD..
'cl
93
8
U'
8

.vo
r-'

' D

. c+4
8

GJ
U )
L-

. C
o

8

. Q

i i
Emc
_vo
| _

8
o

go3 -5 845
8 ~sSEcu E l

_GE

.8u. 38
z 2 8
2 8 >

q)
DI

2

8
L..
cm.

C
. Q4-»
U
m
cm
c
cu
I...-o-¢

q)
C
3
o

G)
Q .

>
CUa>

9
cf
O

Ru.c. Q...
E
'UU

cm"
2
m(D
9

8
3
D.
(0

TO

woo

. Q
E t
3 8
Es- E *
- oE t
E Q

£ 8Co -
E Tq)U)_gu-
4-v »"o
cma>69

I

I

o

a>

o
ca o

*Q 9

o 13.8o

LD U) w

oc>cJoo3-QOGCGG*__,O
3 ooooo¢/,wnv~<1-Lr>¢mO-o-»am
Qu: v-1:"'
a.

m

ea Ia W ea c-A Ia 69 as 8

o
QQoLT

oc:c:c><:)c:»--o
Q Q Q Q Q 8 G

'E,,,c>c:>c:c>c:
¢Dm1\|q|-~q1f)q-
(1) 45
G M

d'€. '~9,"IE8>°é><=z
Lquqg- \ - < r

f"-.
cmW-.n4

Q_Q_.-
o 3 4

'oz
U)3
x ' ° . _

. -G)_cg
U p
LL__
cn~6 q
Z a J § a > ECa > € 0 . -  o

ai ` * w
U J c C E 3
M'cJ>~8IO.C TZ;8 as.*-'UJ9-uJ_:

ea he ea 99 9 ea

--
8'*'o I

m as

O 'D -- (5
E

I

I
a>

I

I

as

n9£ ¢
<l-Nc' o cm

m
. co

I

s

mc:
341) o

c mtg

of ' Q8 "F:
O56
Q)

MLDQQ3GJQM
3-C"

1

Ru

3
.238
:s§,'§ng*WB
¥°¢n
8 § £-~3§
38°
.lIIII°
,528
286
3°:a(0.5

3315
4:90ng*-

o

E

.C .C .Q C
I .Q *go C

a
8 fs

o

8 gm9 8 9 ° ¢9o
HzQ '9 -4 3

+m §§€
4 " - m Lv Q. m5° __

3:§"§£8§_ --° _q)¢C\.¢.gE=E°58§
n o -WUV¢*h O38885§958gv
. . . J -____m - '.§.§g:s-5§.E¢,;3_-°
88-»18~ m -= g c
83 gig 333 c

" o f m8  M m m m o z o 3 w w " ° E

Co C

oz C
o_o Ru _. as ,we

v w5&8 wH88gRu M <1) 'u >~O _I 0 m
av <v E

' U

4
as . E:_- J:248 c

E Q ; 3 £ § i a §
382 §=-§8 3
4 >-Eu: o°88" oE a. .Q
38& . °8s§ 3 c 8
85% 8 9
E-8.2 3 é.C= O
u- --.o
° ~.=I_ 0 8

"2=l>£
88888 c 8
388&5 °2o "_x m28888 8°3§=
" ' ° - . Q W " Q L TO

~v83 s E 88 -
N n>cu") ~ . 8 2  n . ' mgag 8a 358 3gvgéi 88vg% 8
§288& %§5§§g?=%§= 88384-
= § 8 Q 2 8 2 9 9
§8 ¢€§9°"-`""a_
G r E E n 1 7 , -

.43
i s

i i!§;i*:§§§
_IN 'ei*'=.
Qiiiéif; 8

a s
§ 2Gs <0§

84888 8
'- 'a

88388

3 .8
as*

55

, 3 8===8.
;e===§ g

bE

is! 35.8943

2»4

8 §
t o

8 8
gt
*52
268

83Pa
m

8.8
8 . 5
¢'6
"'8=8'§.
q3 T|.
_G i l
_cum

.88
210
-SM

.8
E

a*
8' U

1 - 4 ,
Z W C
up..388
888
f n g q)

911%Ag;
z
<38
t/;s:..-Lugii
§~8

m

q_) .o o N WROQO WWO nm¢lncol\eomo nmvmw wmo N <1-8 Z | °*¢'° ' * " 4 ° | ` ° ° ° ' \ - S q \ - \ - - < - - n n n n n n n n n n < * > m < * > m < ' > o 4 v ' > < * > ¢ v > c a v g w - 9 4 '



I I

co
'
N

I I

co

go

HE 69 ea 69

8
415§

'ah

bi
(D U)

m
w
(D
8
3

Y o
m

2

8 8 a> 8
S S U) 4-4X o m .-
up cm a E

wC
_o
To'

..E<9E3°
4-I"

+I ._
:_-Wm8558
LOW.:
o.2<Do
ws:

o

E G

88£:'EQ_
§§E%
BE-Em
mZwnmD.c€
2°-'"
n.E<Do

o m .C

4-1
C
G)
OL-
Q)

D .

0 88888888888$88888$8$888888oooo~3<:<n<r<x=n<r<:=r . . . . . . . . .m_v¢¢vvvvvvvv¢v¢¢v¢5QNN<\INNNNNNC\INOINNNNNNN
v¢<vvv¢v< v vv vv

q-q-q-q-q-q-q-q-<f

8
o
<r
q-
N

8
o
<t
q-
Calt -

l.l...
o

'C
as
D.

oa>o>oocoool~l~l\<oml.n<r<*>nooor.o m

I ¢66dc*>'l¢<:S¢~6df<<1'v1l<<IM4duin'do6l<v5l.nld
\"l\(*)O3LDv-'

v m m m v m m m w v m m w m m w w w m m
<*>f.OO <rLr>co<oooo<-<~ou9coo<~f>l\o<~'>

v  v  v  v  v  N N N M M

ov'
LOv-'

of
n.
LT

G.)

9...
m

o

D

(D
U)(0
8o
E

u>
G)
"cl (D

c Cr 5
O 'o *
U) G)'; cm E

a. E
as D.

68 eaen

m O¢*>(DOOv-<I'LOv'I\(\ll\C\l
'cc5oiod<l*dcdc~io~iv.nlvlo6Lrio6d\-<-oIc"><f><r<r

Loco Lf}C0\"W"<I)\-'|\(*)G`>LO -(5100LO¢.Ol\OOOv(\|U')l\O(\|LDv"I\<t:QLQ<"'LQ¢X)O<*)LQ
l_0¢QI\¢0Q~,l-»(\IL()<:()vq-l\0¢_Q(\lg)l-9`..

W W N N N M M W W W M

q-
Q
m
N

l\
LQI\N

'U
GJ
w O :
Q.D0
Q
O. ea 691:

o
m 98

(D
m (5

an

<~f>¢oo>nl.neo < l - l ~ o < o n c o < l - c u a o m c m o o o o o o
. N * € ' T ° ! ' Q ° ' 2 ' T ° Q " Z " ? ' ° ' . ° Q * 1 < Q N . ° 2 " 2 ° l . ° 9 ' Q ° Q ' 1 9 : 4 9n m m o w m m v ¢ n m m m 8 m v m m n m m v m m m

\"\-¢\l(\l¢qm w m m m v v m w w m o m m w m w

<r
U?
N\-

m
N.
Nv-

-0-1
C

ET E
q.) M
1...

O..

E o
° . . :

3 E
¢8°¢b a0+-_ . c c4 8 °

(5398
8'°°»ago
. _ = ~. - w e5 3 °

o*u>
o

o

3

m
e =>

m
mwe
D

q)
onm ea
w

an o :> o
U] W' C O
(9 l\ 15 LD

CUm
3(81

' C>_ © C D © C 3 0 0 © O O O O O O O O C > O O © C D © ©
v-nic6<r"Lr5<.c§l<o6o'>lolof<rlc6o66Lol6LrIc§u'>'ololololdc:?* v v v v N N W W V ¢ W © N W W o

~<'=3 v`
9 w
< E



I |

of
LQ
m

I I

m
Q
of

ea ea I a ea

V)
C

O __4 fa
m
M E

>~ us
r:
o

a>
U!

i/3
8._ G.)

_c .c us c
X

(0
<0

8s..

<̀ 8
m

2

#:3<\l£ 3
om

Lucna

cm
c

.Q
-m

E G
30

:.§
.EYE

c
4-1 --D.
338'¢=6
n.E<Do

o m .c

2
'n

..E<D.. : o
88.§8
m.§F,_
32.98
¢llZ'Wq)
DLCUQ9.'&2&
2 oTu.::
n.E<D<.>

\-

O
<-

cy
CL

<r

8
o
<1I
q-
(\l

g
o
<1-.
<r
N\-D.

+-¢u_.888£88££$88$$88888$8888$88cwooooooooooooooooooooooooooo833 .vw<t<t=r<t~t<t<x<t<n<t<c<t't'r=r't<t<:'c<r'r\t<x-<1-<1-<r<|-<-<|-<1-~¢<|-<r<-<|-v'<I-<r"<'<-<z-<|-<|-<|-<|-<-<|-<|-<1-$ G Q N N N N N N N N N N N N N N N N N N N N N N N N N N

N

a)

Lf) v- (D
I v m m

<r of m

F N N N M W W W W Q W N NW W M F W W NW°Q~.'w\1<Q<=:=f2<t<'z<~!\1Q .<Q°Q-.~t<Q<~4fw~.°Q<Ql~ncov-u>o$o'>nv-ooav-¢¢>mooonl~-coouaF W N W W 1 1r><.oI~oo
W

of
N

v -

n.
|\
(D
(\|oO

1. 8
3 cu
-  9

o
E

® v @ O N © v O
v-v' -v-'(\l(Y(\IC")<"UYI' `

HE

C

' o
G)
(D __

a M
Q
a

<">l \O <"7 N O (")

of

I \ O 9 ' O I \ ' O l \ < ' v - l \ < l " * O O v - ' l D < b ( \ l ' ~ D
v - n n n < 0 ¢ 9 < 1 - < - L o c o c o o o o v c o u r a c o o m c o o m

W ¢ W @ N W $ v N @ O W N © O ® © W N O
\"*'*\"(\IC\IC\lW)<*)<" 'LD<.OI\

N
°?
1\
v '
m

\-
Q
Cal
of
q-

W e

'm
w

o o o c o ~ < r n o f . o n o o < l - c a o o o o o o o o o c m o
m m v o m m w m m v m m v m m v o m m v w oC

8 =
q) ED
a

I

o o c o v - n

C W N O W N w L D N I - 0 N O N W \ " ® l \ l - 0 ( ' ) v ® W O ( O C 9 W
v v v N N N M M ¢ M M © N ® O N W @ N W @ W N ©

\ - v v ' v ' v N N < \ l < ' ) < * )

o
et
o
of
N

o
et
<rY-
Cal

U)
3

et:

8=§-2 8

385
gag
4 1 - 5 -rn¢Q
: N

_ l ° ' 584:
s o *

° 63.59.--1--1--:Wm58Eo

= O
m m m w m m w m o m v w w o m o m o m o o o o o o

v v -\ - '\ -v ' ( \ l ( \I ( 9 C ") <f 'Lf)(.Ol\ OI)©
\-

51
o
o
q
o
co

3

8



I I

1\
.

N I I

au
o?
Lo

99 ea f a en

E
a>

I

E15
D.
GJ

m
ll)

8
q- 3

o
m

_'Q
r : 3 (9 w

8 3 m 2_c .c out
>< o cu
u.l c/> n. §

w
c
o

-5
ECB
3 0

.§.5,-
*652-_°¢E.s"'
8§<>8'= ¢0_ m g
n.ELDo
G)

co
TG

_.EG.. no
31853
H " " _us.§.E\_
94.526
'U02520-
0|_>~¢l\q)
0.¢:C-'51
og-wL.. N S:LEGO

L
14-
o

l

' E
cu

c L

D.

a>...

222
< V O D N N C V N N N N N N N N N N N N N N N N

88$88££$8£88$>£88888888888
<t<t<t<t\t<t<t<r<r"c<t<t<t"t<t\t<t<t<t=t<r<~t<t<t<t<cq-4-q-q-q-q-q-q-qq-q-q-q-~q-q-q-q-~q-q-q-q-q-q-q-q-q-NNNNNNN

o
o
<4
<r
Calv-

o
o
<t
q-
N
\-

m
(D <r

v '

<0
'5
D

I
nw-¢ooavml.or~o>v-¢oo<l-o><~f><r8Lo¢ol\l~o>on¢~om
"'?¢Q°l-!'*l.¢Q°l£"!'~Q°9N.°Q*Q'T'E*IZQ .<~!°Q<nQ<~a=fvw°z\-mmmmmmmmmmmmmmmmmmwmmmwmwmv v v w m w m m v m m o m m v m v w m m m m m

q-
e t
q-
<1-
(">

i i
C*)
(4)C uO

G)
w
(0
GJ4-
o
C

en

G) G3d)l\N(9l~D1'(">C\l\-C)®¢OLf)¢*)O'D9'OCO¢\ll\G')¢D(\l¢')l~!')
.°2°2°z°2°z°z°2°z°z°z°2°Q°Q°Q°QvwfwIw<Q<Q=Q<:<t<'z<~4\1lOv'l\(">O)LD\"N¢*7GIv'¢*)lDI\U>OIJO70'DO)O)O1U)G)03030)v m m m v v m m w m o v v h o m m m m r mm

<r
Q
N
NLO

LO
LQ
<ro
co

I

'U
a>(Do . _
eLm
o
D.

G)
he

- o- I 4- 1

(U (0
C ._o o w-

I =Q<*a<=e<Q°'aQ=Q .° .we .<ww-<c<=<z\-~fz~.°2<Q<*zQnmooomcooov-<1-conr\noo¢~fucoom<oo<~f>o<omol\\-\-\-v'¢\||.\|C\I¢'>C">9'9'l-|')¢O¢DO'|O(\I<')(OW1-9'¢Ov"1-1-\-v"(96191

o
n.1\r\N

<1-.
m
(D
N

cm

4-1
C

8  E
m CQ
L..

a

<8

v-
Cal

I

v'v-v'v'v'NN<\"><")<I'<'L0£OI\0OOIJO

o
0 )
o
o
T '

3o
E
g__a>www

884
a>0-as
382cn<"-5

m*
gJ>.,,~
.J e
65.9
o

5 o

up.8'a
8'&i.°
3 8 a

U E
3-8

3 51

3

i

51



BEFORE THE ARIZONA CORPORATION COMMISSION
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1.

Q .

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My na me  is  Thoma s  J . Boura s s a . My bus ine s s  a ddre s s  is  139 W. Wood Drive ,

Phoe nix, Arizona  85029.

Q. H AVE  YO U  P R E VIO U S L Y S U B MIT T E D  D IR E C T  AN D  R E B U T T AL

TES TIMO NY IN THE INS TANT CAS E?

A. Yes , my direct and rebutta l te s timony was  submitted in support of the  initia l

application in this  docket by Utility Source, L.L.C. ("USLLC" or "Company").

Q- WHAT IS  THE P URP OS E OF  THIS  REJ OINDER TES TIMONY?

I will provide  re jo inde r te s timony in  re s pons e  to  the  d ire ct filings  by Arizona

Corpora tion Commis s ion Utilitie s  Divis ion S ta ff ("S ta ff"') with re s pe ct to the  cos t

of ca pita l.

11.

Q-

COS T OF CAP ITAL.

A. Overview and Summarv.

P LE AS E  S UMMAR IZE  THE  C O MP ANY' S  R E J O INDE R  P O S ITIO N

REGARDING COS T OF CAP ITAL?

The Company continues to recommend 10.5 percent as its cost of capital and rate

of return on original cost rate  base, which USLLC accepts  as  the fair value of its

utility property for purposes  of this  ra te  case . The  10.5 percent ra te  of re turn is

based on a capital structure consisting of 100 percent common equity.

A return on equity of 10.5 percent is extremely conservative when the small

size and the operational and business risks related to USLLC's water operations are

considered.

Q. HAVE YOU UPDATED YOUR COST OF CAPITAL SCHEDULES?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

A.

A. Yes . I ha ve  upda te d my cos t of ca pita l a na lys is  us ing more  re ce nt da ta . My

upda ted schedule s  a re  a ttached to this  te s timony a s  rebutta l D schedule s  and the



Range

9.7% .. 12.0%

8.2% _ 10.5%

9.2% - 11.5%

Midpoint

10.9%

9.4%

10.4%

10.1% - 10 .2%

10.8% - 11 .3%

10.2%

11.1%

table below summarizes the results.

DCF Analysis

Constant Growth (earnings growth)

Constant Growth (sustainable growth)

Two-Stage Growth Model

Risk Premium Analysis

Actual Returns

Authorized Returns

Comparable Earnings

Actual Returns 1

Authorized Returns

Value Line Industry Composite (2006)

Value Line Industry Composite (2007)

Value Line Industry Composite (2009)

4.2% - 11.7%

9.9% - 12.7%

8.0%

11.3%

9.0%

10.0%

10.5%

Based on these results, I continue to believe that 10.5 percent is a reasonable

rate of return for USLLC, especially in light of the additional risk associated with

an equity investment in USLLC.

Q- HAVE THE RESULTS OF YOUR COST OF CAPITAL CHANGED

SIGNIFICANTLY SINCE YOUR REBUTTAL FILING?

No. In fact, they are nearly the same.

Q- HOW DOES THE RETURN OF 10.5 PERCENT YOU ARE

RECOMMENDING COMPARE TO STAFF?

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

A. The rate of return on equity ("ROE") recommended by Staff is now 8.9 percent.

1 If the low actual return of 4.2% for Connecticut Water Services is excluded because it is below the cost of debt, the
midpoint is 10.1%.

A.



This is 70 basis points lower than the 9.6 percent Staff recommended in its direct

filing. I continue to believe the rate of return recommended by Staff is simply too

low given the Company's extremely small size, limited revenue and cash flow,

small customer base, lack of diversification, lack of liquidity, and other

characteristics.

To make matters worse, while Staff witness Mr. Irvine recommends an

overall 8.9 percent ROE, Staff witness Mr. Michlik employs a 'backed into' 6.23

percent return for the water division and an 8.9 percent return for the sewer

division. As a result, Staff's overall return is 7.0 percent - not 8.9 percent. The

Company has increased risks by using pro-forma revenues from potential fixture

growth in the determination of the revenue requirement. Further, the Company

will not realize the authorized return for several years, even at optimistic growth

rates. See Rejoinder Testimony (Water Division) of Thomas J. Bourassa

("Bourassa WRJ") at ll, and Rejoinder Testimony (Sewer Division) of Thomas J.

Bourassa ("Bourassa WWRJ") at 5.

Neither the returns recommended by Mr. Michlik (6.23 percent for the water

division and 8.9 percent for the sewer division) nor the 8.9 percent overall return

recommended by Mr. Irvine produce an adequate overall operating margin for

USLLC (under a no growth scenario). In fact, the operating margin is negative for

both the water and sewer division under Staffs current recommendations. See

Bourassa WR] at 13-14.

Q- WHAT IS THE CURRENT PRIME RATE?

A. 8.25 percent. Staffs overall rate of return of 7.0 percent in the instant case is less

than the cost of debt.

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6 Q-

B. Analysis and Criticism of Staff's Cost of Capital Analysis.

WHAT IS THE CAUSE OF THE DECREASE IN THE RECOMMENDED



RETURN BY STAFF?

There are two primary reasons. The first reason is that Staflf"s average DCF results

dropped from 9.0 percent in its  direct filing to 8.4 percent in its  surrebutta l filing

primarily due to a drop in the growth estimate used by Staff. Staff" s dividend yield

as  dropped by 30 bas is  points , but I be lieve  the re  may be  an e rror in S ta flf"s

computation. I will discuss  this  la ter in my testimony. The second reason for the

decrease in Staff' s ROE is due to a significant decrease in Staff' s average CAPM

result which decreased from 10.2 percent in its  direct filing to 9.4 percent in its

surrebutta l filing. S ta ff' s  his torica l marke t risk premium ("MRP") CAPM result

increased s lightly from 10.9 pe rcent to 11.0 pe rcent, but S ta ffs  current MRP

premium CAPM result decreased by 170 basis points dropping from 9.5 percent in

its  direct filing to 7.8 percent in its  surrebuttal filing.

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Q- P LEAS E DIS CUS S  THE DECREAS E IN S TAFF'S  GROWTH RATE

ESTIMATE.

A.

Q.

Staff's  growth ra te  es timate  decreased from 5.7 percent in its  direct filing to 5.2

percent in its  surrebutta l filing. See Staff Direct and Surrebutta l Schedule  SPI-2

and SPI-7. One of the main reasons that Staff' s growth estimate has decreased is

due to a much lower projected EPS growth estimate. Staffs prob ected EPS growth

estimate dropped from 7.9 percent to 6.3 percent - a 160 basis point reduction. See

Staff Direct and Surrebutta l Schedule  SPI-7. As  you will re ca ll, S ta ff re lie s

exclusively on the Value Line Investment Survey data for its prob ected EPS growth

rate. See Direct Testimony of Steven P. Irvine ("Irvine DT") at 15. The average of

the  Va lue  Line  publis he d proje cte d EP S  growth ra te  for the  utility s a mple

companies  has  not changed s ignificantly from the October 28, 2006 Value Line

report Staff employed in its  direct filing to the January 26, 2007 Value Line report

S ta ff employed in its  surrebutta l tiling. Ye t, S ta ff's  projected EPS growth ra te



VL Rcpol't
Projected

EPS Growth
Oct. 28, 2006

Staff Direct
Filing

Computed
EPS Growth

VL Re port
Projected

EPS  Growth
Jan. 26, 2006

S ta ff
Surrebutta l

F iling
Computed

EPS  Growth

American Sta tes 10.5% 7.6% 10.5% 7.6%

Aqua  Ame rica 8.0% 12.0% 7.5% 7.1%

Ca lifornia  Wa te r 4.5% 4.1% 4.5% 4.1%

Conn. Wate r No P roje ction No Proj action No Proj action No Proj action

Middle s e x No Proje ction No Proj action No P roje ction No P roje ction

SJW Corp. No Proje ction No Proj action No Proj action No Proj action

Ave rage 7.7% 7.9% 7.5% 6.3%

dropped precipitous ly.

The  table  be low provides  a  comparison.

WHY AR E  S T AF F ' S  E P S  G R O WT H R AT E S  DIF F E R E NT  T HAN T HE

VALUE LINE P UBLIS HED G RO WTH RATES ?

Because  Sta ff computes  its  own based on othe r Va lue  Line  da ta . This  computa tion

is  s ubje ct to S ta ff's  own judgme nts  a bout the  time  pe riod a nd othe r informa tion

us e d  to  compute  the  growth  ra te . The s e  judgme nts  whe the r inte ntiona l or

unintentiona l skew the  results  downward.

P L E AS E  E XP L AIN WHAT  YO U ME AN WHE N YO U S AY T HAT  T HE

C O MP UTATIO N O F  THE  P R O J E C TE D E P S  G R O WTH R ATE S  C AN B E

D IF F E R E N T  D E P E N D IN G  O N  T H E S E LE C TIO N O F  T H E  T I M E

P ERIODS ?

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17 A.

18
19
20
21
22
23
24
25 A.

26

If one  choos e s  to compute  the  compound growth ra te  of EPS  from 2005 to 2010

us ing a  5 year compounding period, as  Sta ff has  done , the  result is  6.3 percent. On



VL Re port
Projected

EPS  Growth
Oct. 28, 2006

US LLC
Dire ct Filing

Average
EPS Growth

VL Re port
Proj acted

EP S  Growth
Jan. 26, 2006

US LLC
Rejoinde r

Filing
Average

EPS Growth

American States 10.5%10.5% 7.7% 8.3%

Aqua  Ame rica 8.0% 10.3% 7.5% 8.8%

California  Wa te r 4.5% 8.5% 4.5% 7.8%

Conn. Wate r No Proj action No P roje ction No P roje ction No Proje ction

Middle s e x No P roje ction 4.0% No Proj action No Proje ction

SJW Corp. No Proj action No P roje ction No P roje ction No P roje ction

Average 7.7% 7.6% 7.5% 8.3%

the  othe r hand, if one  chooses  to compute  the  compound growth ra te  of EPS from

2006 to 2010 us ing a  4 ye a r compounding pe riod, the  re s ult is  8.8 pe rce nt - 230

bas is  points  higher.

WHY DO E S  S T AF F  C O MP UT E  A P R O J E C T E D E P S  G R O WT H R AT E

W HE N VALUE P UBLIS HES  THE GROWTH RATES ?

I do not know. Wha t I do know, is  tha t the  choice  ma de  by S ta ff re s ults  in the

lowe s t growth ra te  which is incons is tent with  not only Va lue  Line 's  publis he d

growth ra tes , but those  from other independently ava ilable  sources .

HO W DO  THE CO RRES P O NDING  P RO J ECTED EP S  G RO WTH R.ATES

C O MP AR E  F R O M YO UR  DIR E C T  T O  YO UR  R E J O INDE R  C O S T  O F

CAP ITAL ANALYS ES ?

The table  be low provides  a  comparison.

W H Y AR E  YO U R  E P S  G R O W T H  R AT E S  D IF F E R E N T  T H AN  T H E

VALUE LINE P UBLIS HED GROWTH RATES ?

1
2
3
4
5
6 A.
7
8
9

10
11
12 A.
13
14
15
16
17
18
19
20
21
22
23
24
25
26 A.

Q.

As  you will re ca ll, I use d a na lys ts ' fore ca s ts  of EPS growth from se ve ra l source s ,



not jus t Va lue  Line . I us e d fore ca s ts  publis he d by Za ck's  Inve s tme nt Re s e a rch,

S ta nda rd & Poor's  Ea rning Guide , a nd Va lue  Line  Inve s tme nt Surve y. Se e  Dire ct

Te s timony of Thoma s  J . Boura s s a  ("Boura s s a  DT") a t 26. As  I ha ve  pre vious ly

tes tified, us ing ana lys ts ' forecas ts  from severa l reputable  sources  offse ts  potentia lly

ove rly optimis tic or ove rly pe s s imis tic proje ctions  from one  source . Se e  Boura s sa

RB a t 4.

In a ddition, I use  the  publishe d ra te s  which a re obje ctive ly obta ine d. Tha t

is , I do not compute  growth ra te s  ba sed on othe r da ta  which may be  subject to my

own judgments  about the  time  pe riod and othe r information.

Q- NO T IC E D YO U DO NO T H AVE AN EP S G R O WT H R AT E

P R O J E C T IO N  F O R  MID D L E S E X W A T E R  IN  YO U R  R E J O IN D E R

G R O WTH ES TIMATES .  P LEAS E EXP LAIN?

I

A. In the  pre pa ra tion of the  cos t of ca pita l a na lys is  for the  Compa ny's  dire ct filing,

g rowth  e s tima te s  fo r Midd le s e x Wa te r cou ld  be  ob ta ine d  from a t le a s t two

independent sources  (Zack's  Inves tment Resea rch and the  Standa rd and & Poor's

Ea rnings  Guide ). Be twe e n the  Compa ny's  dire ct a nd re butta l filings , only one

growth ra te  e s tima te  from an independent source  was  ava ilable  (Zack's  Inves tment

Resea rch). This  continues  to be  the  case  for the  Company's  re joinde r filing.
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Q- YO U HAVE  C R ITIC IZE D S TAF F  F O R  US ING  ITS  O WN J UDG E ME NTS ,

AR E N' T  YO U US ING  YO UR  O WN J UDG E ME NT  T O  E XC LUDE  T HE

P R O J E C T  G R O W T H  R AT E  F O R  MID D L E S E X W AT E R ? P LEAS E

E XP LAIN.

A. Ye s . Howe ve r, my judgme nt to  e xc lude  the  p ro je c te d  EP S  growth  ra te  fo r

Middle s e x is  ba s e d on s ound re a s oning a s  a re  my judgme nt to e xclude  the  low

his torica l DP S  a nd EP S  growth ra te s . S e e  Boura s s a  RB a t 20-22. By e xcluding

Middle sex's  projected EPS growth e s tima te , I rema in cons is tent with my approach



to have at least two independent sources.

In the interest of full disclosure, however, the EPS growth estimate for

Middlesex Water published by Zack's Investment Research is 8.0 percent -

significantly higher than the 4.0 percent EPS growth estimate used in the

Company's direct filing cost of capital analysis. Zack's Investment Research

(March 23, 2007) also published a projected EPS growth estimate for Connecticut

Water Services. The published growth rate estimate is 10.0 percent. If these two

independent single source estimates were to be employed in my rejoinder EPS

growth estimate, the result would be approximately 8.6 percent - 30 basis points

higher than the 8.3 percent stated in the table above and 230 basis points higher

than Staff's.

Q- IT APPEARS THAT THE AVERAGE PROJECTED EPS GROWTH

ESTIMATE FROM THE COMPANY'S DIRECT FILING TO THE

C()MPANY'S REJOINDER FILING HAS INCREASED, NOT

DECREASED AS SUGGESTED BY STAFF'S CCMPUTED EPS GROWTH

RATE ESTIMATE?

Correct. Staff' s projected EPS growth rate estimate has dropped by 160 basis

points while the Company's has increased by 70 basis points. The independently

published data, not only from Value Line, but other independent sources, suggest

that the projected EPS growth estimate has increased, not decreased.

Q- IS STAFF'S AVERAGE DCF RESULT REALISTIC?
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No. Staff" s average DCF result of 8.4 percent is extremely low and is approaching

the prime rate of 8.25 percent. More importantly, however, Staffs constant growth

DCF result is 7.7 percent, 55 basis points below the prime rate. See Staff

Surrebuttal Schedule SPI-2.

A.

A.

Q. IF THE AVERAGE PROJECTED EPS GROWTH ESTIMATE OF 8.3



PERCENT WERE TO BE USED IN STAFF'S GROWTH RATE ESTIMATE

AND ULTIMATELY IN STAFF'S CONSTANT GROWTH DCF, WHAT

WOULD THE CONSTANT GROWTH DCF RESULT BE?

8.1 percent - still below the prime rate of 8.25 percent.

T H E  U S E  O F  T H E  H I G H E R  P R O J E C T E D  E P S  G R O W T H  R A T E

ESTIMATE OF 8 .3  PERCENT DOESN'T SEEM TO BRING STAFF'S

CONSTANT GROWTH DCF RESULT UP OVER THE PRIME RATE.

WHY?

Because of the extremely low historical DPS and EPS growth rates Staff also

employs. I discussed at length in my rebuttal testimony about low historical DPS

and EPS growth rates Staff employs and will not repeat them here. See Bourassa

RB at 20-22. None-the-less, Staffs constant growth DCF result of 7.7 percent is

another example of Staff blindly accepting the results of its models .- results that do

not pass a reality check.

YOU MENTIONED THAT STAFF'S DIVIDEND YIELD DROPPED BY 30

BASIS POINTS. DO YOU HAVE AN EXPLANATION?

No. Staffs dividend yield is now 2.5 percent compared to 2.8 percent in its direct

filing. I computed a dividend yield of 2.7 percent using the spot price February 21,

2007, the same date used by Staff. I believe Staffs dividend yield is understated

by 20 basis points.

PLEASE COMMENT ON STAFF'S CURRENT MARKET RISK

PREMIUM CAPM RESULT.
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Q.

A. As I stated earlier, Staff' s current MRP CAPM result is now 7.8 percent. See Staff

Surrebuttal Schedule SPI-2. Amazingly, this result is also below the prime rate of

8.25 percent. This is yet another example of Staff blindly accepting the results of

its models.



Q, ISN'T THE CURRENT MARKET RISK PREMIUM CAPM AN UNSTABLE

METHOD CONTRARY TO MR. IRVINE'S CLAIM ON PAGE 12 OF HIS

SURREBUTTAL?

A. Yes. The fact that Staffs current MRP CAPM indicated cost of equity ("COE")

dropped by 170 basis points from 9.5 percent  to 7.8 percent  in just  a few short

months should be enough evidence. If the computation were made using the most

recent Value Line Investment Survey Summary and Index (dated March 30, 2007)

and the March 29, 2007 treasury rates, Staffs current MRP CAPM indicated COE

would be 9.5 percent - the same result Staff obtained in its direct. So, in the period

of about a about two and a half months since Staff prepared its direct filing cost of

capital analysis to  now, the indicated COE using the current  MRP CAPM has

dropped by 170 basis points and then risen by 170 basis points.

Q. HAVE YOU TAKEN INTO CONSIDERATION ANY CHANGE IN BETA?

Yes. The same beta was used to eliminate the effects of any change in beta. But,

beta has increased from 0.82 to 0.85 . If the change in beta is taken into account,

the indicated COE rises to 9.6 percent. Obviously, the volatility of Staff" s current

MRP CAPM raises serious questions about the use of the COE estimate produced

with this input. We are still more than a month away from hearing, and new rates

will not go into effect until August of 2007 - some five months from now. What

will the current MRP CAPM indicated COE be at that time?
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Q- H A V E  Y O U  C O M P U T E D  T H E  C U R R E N T  M R P  C A P M  C O S T  O F

EQUITY FOR MARCH 30 ,  2007 USING THE SAME METHODOLOGY

STAFF DID IN ITS DIRECT AND SURREBUTTAL FILINGS?

Yes. In my rebuttal testimony I discussed Staff" s methodology for the current

MRP which is then used in Staff' s current MRP CAPM. See Bourassa RB at 23 .

To be consistent  with Staff,  I used the median values of the dividend yield and

A.
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price  a ppre cia tion pote ntia l a s  the  s ta rting point. As  you will re ca ll, I ha ve  a

diffe rence  with S ta ff with re spect to the  use  of median va lue s  ra the r than ave rage

va lue s  for the  divide nd yie ld a nd the  price  a ppre cia tion pote ntia l a s  inputs  to the

marke t based DCF to derive  the  current marke t COE which is  then used to compute

the  curre nt MRP. Se e  Boura s s a  RB a t 23-25. It is  cle a r tha t us e  of the  me dia n

va lues  produces  extremely vola tile  results .

Q- H AVE  T H E  AVE R AG E  VAL U E S  F O R  T H E  D IVID E N D  YIE L D  AN D

P R IC E  AP P R E C IAT IO N  C H AN G E D  AS  D R AMAT IC AL L Y AS  T H E

CO RRES P O NDING  MEDIAN VALUES ?

A. No. The  a ve ra ge  divide nd yie ld for the  Va lue  Line  Inde x for Fe brua ry 2007 is  s till

2.1 pe rcent, the  same  as  it was  in October 2006. Compare  the  2.1 pe rcent average

divide nd yie ld to the  1.6 pe rce nt median divide nd yie ld e mploye d by S ta ff in  its

surrebutta l ana lys is  on February 21, 2007. The  average  price  apprecia tion potentia l

for the  Va lue  Line  Index for Februa ry 2007 is  10.47 pe rcent. In Octobe r 2006, the

a ve ra ge  price  a ppre cia tion pote ntia l wa s  10.76 pe rce nt. Compa re  the  Fe brua ry

2007 10.47 percent average price  apprecia tion potentia l to the  6.78 percent me dia n

price  a ppre cia tion  pote ntia l e mploye d by S ta ff in  its  s urre butta l a na lys is  on

February 21, 2007.

Q~ HOW DO THE RESULTS OF THE CURRENT MARKET RISK PREMIUM

CAPM COMPARE FROM OCTOBER 2006 TO FEBRUARY 2007 USING

THE AVERAGE DIVIDEND YIELD AND PRICE APPRECIATION

POTENTIAL?
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A. Elimina ting the  e ffect of the  increase  in be ta , which as  I s ta ted increased from 0.82

to 0.85, the  curre nt MRP  CAP M indica te d COE us ing the  Fe brua ry 2007 Va lue

Line  da ta  a s  dis cus s e d a bove , would be  11.2 pe rce nt. - the  s a me  re s ult a s  wa s

computed in my rebutta l. See  Boura ssa  RB a t 24. If the  increase  in be ta  is  taken
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into account, the  indica ted COE rises  to 11.4 percent.

What is  suggested by the  11.2 percent and the  11.4 percent indicated COE is

tha t the  COE unde r curre nt ma rke t conditions  is  not de cre a s ing, if a nything it

sugges ts  it is  increa s ing. This  is  contra ry to wha t is  sugges ted by S ta ff s  two da ta

points  of 9.5 percent and 7.8 percent. Using the  averages  versus  the  medians  in the

ins tant case  is  clearly less  vola tile .

Q. WHY DO YOU US E THE OCTOBER 2006  AND F EBRUARY 2007  VALUE

LINE DATA TO  CO MP UTE THE CO S T O F  EQ UITY?

To provide  a  direct comparison to Sta ff.

Q- DO YOU AGREE WITH MR. IRVINE THAT THE MEDIAN VALUES FOR

THE DIVIDEND YIELD AND THE PRICE APPRECIATION POTENTIAL

ARE MORE APPROPRIATE BECAUSE THEY ARE MORE ACCESSIBLE

TO INVESTORS?

No . This  is  a  poor e xcuse  a t be s t. Va lue  Line  publishe s  the  proje cte d EPS a nd

DP S  growth ra te s  for the  wa te r u tility s a mple  compa nie s . The s e  a re  re a dily

a va ila b le  to  inve s tors  a nd  re quire  no  furthe r ca lcu la tion , ye t S ta ff ma ke s  a

c a lc u la tio n  o f its  o wn  ra th e r th a n  u s e  th e  p u b lis h e d  E P S  g ro wth  ra te s .

Inte re s tingly, a nd a s  I ha ve  pointe d out, the  publis he d ra te s  produce  proje cte d

growth ra te s  s ignifica ntly highe r tha n S ta ffs  compute d growth ra te . Cle a rly, Mr.

Irvine  ha s  ma de  cho ice s  in  the  s e le c tion  o f inpu ts  wh ich  s ke w h is  re s u lts

downward. See  Bourassa  RB a t 34.

Q- ARE THE AVERAGE DIVIDEND YIELD AND AVERAGE P RICE

APPRECIATION POTENITAL READILY AVAILABLE TO INVESTORS?

IYe s . obta ine d the m from the  Va lue  Line  Inve s tme nt Ana lyze r s oftwa re , wide ly

available  to investors  .
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DIVIDEND YIELD AND THE PRICE APPRECIATION POTENITAL

SUBJECT TO YOUR JUDGEMENT?

No .

average is  computed.

The  da ta  is  ava ilable  from Value  Line , an independent source , and a  s imple

Q. DOES MR. IRVINE'S ARGUMENT THAT THE MEDIAN VALUES ARE

LESS AFFECTED BY STATISTICAL OUTLIERS HAVE ANY MERIT?

A. No . A s imple  e xa mple  will s how how th is  a rgume nt doe s  no t ha ve  me rit.

As s ume  a n inve s tor purcha s e s  a  s ingle  s ha re  of s tock in e a ch of the  Va lue  Line

Inde x 1,700 s tocks . I a m s u re  Mr. Irvine  wou ld  a g re e  tha t the  inve s to r is

dive rs ified with re spect to s tocks . In purchas ing a  sha re  of a ll 1,700 s tocks  in the

marke t, the  inves tor will ea rn the  average  re turn, not the  median re turn.

Q-

C. Res pons e to  Staff's  Tes timony on Unique Ris ks .

P LE AS E  R E S P O ND TO  THE  TE S TIMO NY MR .  IR VINE  AT P AG E  3  O F

S URREBUTTAL TES TIMO NY REG ARDING  UNIQ UE AND F IRM S IZE?
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A. I a m a  bit confus e d by Mr. Irvine 's  te s timony. Mr. Irvine  te s tifie s  tha t unique  ris k

can be  dive rs ified away from by inves tors  holding dive rs ified portfolios . I have  not

te s tifie d in oppos ition to this  vie w point. It is  a ppa re nt Mr. Irvine  ha s  not re a d or

ha s  conve nie ntly ignore d my Re butta l Te s timony on this  s ubje ct. See Bourassa

RB a t 14-20. Mr. Irvine  a rgume nts  a s s ume  tha t the  ma rke t da ta  for the  la rge

publicly tra de d wa te r utility compa nie s  ca pture s  the  ris ks  for s ma ll wa te r utilitie s

like  US LLC. Tha t is , the  publicly tra de d wa te r utility s a mple  group is  dire ctly

It is  not. The re fore , I a m not spe a king of unique  riskscompa ra ble  to USLLC.

with re spe ct to USLLC.

The  risks  a ssocia ted with sma ll s ize , la ck of dive rs ifica tion, limited revenue

a nd ca s h flow, s ma ll cus tome r ba s e , la ck of liquidity, a s  we ll a s  re gula tory a nd

cons truction risk a re  common to sma ll wa te r utilitie s . The se  risks  a re  unique  only

A.
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in the  sense  tha t the  la rge  publicly traded wate r utilitie s  do not possess  these  same

le ve ls  of ris k. As  I te s tifie d, inve s tors  would price  the  ris ks  diffe re ntly in the

ma rke t. Id.

Both S ta ff and I use  a  s ample  of publicly traded wa te r utility companie s  a s

a  s ta rting point in our re s pe ctive  COE a na lys e s . Howe ve r, unlike  Mr. Irvine , who

s ta rts  a nd e nds  tha t a na lys is , I re cognize  tha t the  USLLC, like  othe r s ma ll wa te r

utilitie s  in Arizona , is  not dire ctly compa ra ble . The  proble m is , we  s imply do not

have  marke t da ta  for sma ll wa te r utilitie s  to directly a s se s s  how an inves tor would

price  those  risks .

F irm s ize  is  no t a  un ique  ris k a s  Mr. Irvine  a s s e rts . See  Surrebutta l

Te s timony of S te ve n P . Irvine  ("Irvine  S B") a t 4. The  s ize  phe nome non is  we ll

docume nte d in the  fina ncia l lite ra ture . I ha ve  pre vious ly te s tifie d to s tudie s  by Dr.

Ze pp a nd the  Ca lifornia  Public Utilitie s  Commiss ion ("CPUC"). Se e  Boura s sa  RB

a t 16 and 17. Sma ll companie s  have  ve ry diffe rent re turns  than la rge  ones  and on

a ve ra ge  thos e  re turns  ha ve  be e n highe r. Ibbots on As s ocia te s ' wide ly us e d

compila tion of his torica l re turns  from 1926 to the  pre se nt re inforce s  the  e vide nce

(See S tocks , Bonds , Bills  a nd Infla tion 2006 Ye a r Book, Ibbots on As s ocia te s ,

Chicago, 2005). Ibbotson Associa tes ' his torica l re turn se ries  shows the  average

a nnua l re turn of 12.3 pe rce nt is  for la rge  compa ny s tocks  while  re turns  for micro-

cap, low-cap and mid-cap s tocks  a re  18.8 pe rcent, 15.7 pe rcent, and 14.2 pe rcent,

re spe ctive ly, s ignifica ntly highe r tha n those  for la rge  compa ny s tocks . The  s ize

e ffe ct is  pa rticula rly re le va nt for s ma ll utilitie s . Not only do the s e  s ma ll utilitie s

pos s e s s  h ighe r ris ks  tha n  the ir la rge r counte rpa rts , the y a re  s ubje cte d  to  a

s ignificant s ize  e ffect, s trongly sugges ting tha t the ir COE is  higher.

The  vie w tha t s ma ll wa te r utilitie s  a re  not dire ctly compa ra ble  to the  la rge

publicly traded wa te r utilitie s  does  not viola te  any tene t of modern financia l theory.

-14-



Modern financia l theory of inves tment behavior re s ts  on the  notion tha t the  specific

ris k compone nt not e xpla ine d  by the  ma rke t ca n  be  d ive rs ifie d  a wa y by the

inve s tor. In the  ins ta nt ca se , we  a re  not ta lking a bout the  spe cific risks  to USLLC

pe r s e , but the  ma rke t ris k a s s ocia te d with s ma ll wa te r utilitie s  like  USLLC which

we unable  to measure .

Q- PLEASE RESPOND TO MR. IRVINE'S CCMMENTS ON PAGE 4 OF HIS

SURREBUTTAL TESTIMONY THAT THE COMMISSION HAS

REJ ECTED THE FIRM PREMIUM FOR SMALL UTILITIES.

A. In his  te s timony, Mr. Irvine  admits  tha t "the  Commiss ion does  not cus tomary make

a  judgment on a  specific principle  in an individua l ra te  case  and express ly apply the

princ ip le  to  a ll o the r re gu la te d  u tilitie s . S u c h  a  g lo b a l fin d in g  wo u ld  b e

cus toma rily ma de  in a  ge ne ric docke t." Se e  Irvine  SB a t 7. Mr. Irvine  a ppa re ntly

agrees  with my rebutta l response  to his  asse rtion tha t the  Commiss ion has  re jected

the  s ize  pre mium for a ll utilitie s . See  Bourassa  RB a t 18-20.

Commiss ion currently holds  this  view point a t the  pre sent time , it does  not de tract

from the  me rits  with re s pe ct to  highe r re turns  for s ma ll utilitie s . The  CP UC

me mora ndum provide s  cre dible  e vide nce  s upporting the  vie wpoint tha t s ma ll

utilitie s  ha ve  highe r bus ine s s  a nd ope ra tiona l ris ks , tha t s ma ll utilitie s  a re  not

dire ctly compa ra ble  to la rge  utilitie s , a nd tha t no ma rke t da ta  e xis ts  to ma ke  a

marke t based ana lys is  a re  directly meaningful for small utilitie s .

But, e ve n if this
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Q- D O  T H E  R E T U R N S  S T AT E D  IN  T H E  2 0 0 4  C AL IF O R N IA P U B L IC

U T IL IT IE S  C O MMIS S IO N  ME MO R A N D U M A P P L Y T O  C O S T  O F

EQUITY RECOMMENDATIONS  FOR 2007?

Not dire ctly. Howe ve r, the y do ha ve  re le va nce  in one  importa nt a spe ct. Tha t is ,

the  rise  inte re s t ra te s  s ince  2004 do not sugges t the  CPUC recommended re turns

for sma ll utilitie s  have  decrea sed. Afte r a ll, a ccording to the  me mora ndum, the

A.
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CP UC re turns  for s ma ll wa te r utilitie s  a re  ba s e d la rge ly on the  pre va iling a nd

expected levels  of interes t ra tes .

Q- P LE AS E  R E S P O ND TO  MR .  IR VINE ' S  R E F E R E NC E S  TO  THE  ANNIE

WO NG  S T UDY O N T HE  F IR M S IZE  E F F E C T  F O R  WAT E R  UT LIT IE S

ON P AGE 5  OF  HIS  S URREBUTTAL TES TIMONY.

A. Mr. Irvine  has  re fe rred to this  s tudy be fore . Ms . Wong's  s tudy and he r conclus ions

have  been disputed and ca lled into ques tion by Dr. Zepp2. Dr. Zepp examined Ms.

Wong's  results  a re  commented:

Wong's  am lyrica l re sults a re  not s trong e nough to conclude  tha t
be ta  risks  ojPutilitie s  a re  unre la ted to s ize . In the  pe riod 1963-1967,
whe n monthly da ta  we re  us e d to e s tima te  be ta s , he r e s tima te s  of
utility be ta s  a s  we ll a s  indus tria l be ta s  increa sed a s  the  s ize  of the
firms  decreased, but she  did not find the  same  inve rse  re la tionship
be twe e n s ize  a nd be ta  ris k for u tilitie s  in  o the r pe riods . Be ing
unable  to demonstra te  a  re la tionship be tween s ize  and be ta  in other
pe riods  ma y be  the  re s ult of Wong s in monthly, we e kly a nd da ily
da ta  to ma ke  those  be ta  e s tima te s . Ro I (1980) conclude d tra ding
infre que ncy s e e ms  to  be  a  powe rful ca us e  of b ia s  in  be ta  ris k
e s tima te s  whe n  time  in te rva ls  o f a  month  o r le s s  a re  us e d  to
es timate  be tas  for small s tocks . When a  small s tock is  thinly traded,
its  s tock price  doe s  not re fle ct the  move me nt of the  ma rke t, which
drives  down the  apparent covariance  with the  marke t and crea tes  an
a rtificia lly low be ta  e s tima te . Id. a t 579 (emphas is  supplied)

Dr. Zepp ultima te ly conclude d:

Wong's  concluding remarks  should be  re -examined and placed into
pe rspe ctive . She  note d tha t indus tria l be ta s  te nd to de cre a se  with
increases  in firm s ize  but the  same re la tionship is  not found in every
pe riod for utilitie s . Had longe r time  inte rva ls  been used to e s tima te

etas , as  was done in Table  1, she  may have found the  same inverse
re la tionship be tween s ize  and be ta  risk for utilitie s  in othe r pe riods .
She  a lso concludes  "there  is  some weak evidence  tha t firm s ize  is  a
mis s ing fa ctor from the  CAP M for the  indus tria l but not the  utility
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2 Zepp, Thomas M. (2002, August). Utility Stocks and the size effect
Economics and Finance,578-582.

revis ited. The  Qua rte rly Re vie w o f
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s tocks" (Wong, 1993, p. 98), but the weak evidence provides little
s upport for a  s ma ll fe m e dict e xis ting or not e xis ting in the  in
e ither the  indus tria l or utility sector. Two other studies discussed
here support a conclusion that smaller water utilities are more risky
than larger ones. To the extent that water utilities are representative
of all utilities , there is  support for smaller utilities  being more risky
than larger ones. Id at 582 (emphasis supplied)

Regardless of whether one chooses to accept Ms. Wong's conclusions, Ms. Wong's

s tudy encompassed the  utility indus try which included both e lectric and ga s

utilities  and did not focus on water utilities . Further, the average market value of

the smallest utility portfolio in her s tudy in 1993 was $62 million -- 40 to 50 times

la rger than is  USLLC. When I speak about the various risks associated with

US LLC's  s ma ll s ize , limite d re ve nue , limite d cus tome r growth a nd la ck of

liquidity, I am talking about risks which have not been priced by investors and are

not reflected in any available market data. Ms. Wong's study does not apply in the

instant case.

But consider that if USLLC has a well failure or a transmission main break,

the  impact on USLLC is  fa r more  se rious  than if Aqua  American or Ca lifornia

Water Service experiences a similar problem. Indeed, USLLC's earnings could be

wiped out as available cash flow is  diverted to repair or replace the well. For this

reason, an investor would view an equity investment in USLLC much differently

than an equity investment in the stock of a  large publicly traded water utility, and

would require a higher return on that investment. Otherwise, the investor would

ins te a d purcha s e  Aqua  Ame rica 's  s tock, which would ha ve  le s s  ris k while

promising a greater return.
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Q- P LEAS E RES P OND TO MR. IRVINE'S  AS S ERTION THAT DR. ZEP P 'S

STUDY IS  DEFECTIVE BECAUSE HIS  SAMPLE SIZE WAS SMALL?

Whether one chooses to accept the results of Dr. Zepp's study or not, his study is

consistent with the CPUC study using a sample of 58 water utilitie s . Contra s t this

A.
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to Ms . Wong's  s tudy which did not focus  on wa te r utilitie s . As  Dr. Zepp s ta te s

re ga rding the  CP UC s tudy, "Following 8 da ys  of he a rings  a nd te s timony by 21

witne s s e s  re ga rding this  s tudy, it wa s  a dopte d by the  Ca lifornia  P ublic Utilitie s

Commis s ion in CPUC De cis ion 92-03-093, da te d Ma rch 31, l992." Id

Q~ P LE AS E  C O MME NT O N MR .  IR VINE S  C R ITIC IS M O F  THE  IB B O TS O N

AS S O C IAT E S  HIS T O R IC AL T O T AL MAR KE T  R E T UR NS  F O R  MID-

C AP ,  L O W - C AP ,  AN D  MIC R O - C AP  S T O C K S  O N  P AG E  7  O F  H IS

S URREBUTTAL TES TIMO NY?

A. While  Mr. Irvine  ma y find tha t the  re turns  publishe d by Ibbotson Associa te s  (s e e

Ibbotson Associa te s , S tocks , Bonds , Bills , and Infla tion 2006 Yea r Book, Chica go,

2005 a t 28) a re  irre le va nt, the  his torica l ma rke t re turns  of the  wa te r utility s a mple

compa nie s  publis he d by Va lue  Line  a re  cons is te nt with the  Ibbots on As s ocia te s

re turns . S e e  Boura s s a  RB a t 10. Furthe r, the  re s ults  on the  bond ris k pre mium

a na lys is  pre se nte d in my re butta l te s timony a re  a lso cons is te nt with the  Ibbotson

Associa te s  re turns . Se e  Boura s s a  RB a t 14. As  a  re a lity che ck, the  Ibbots on

re turns  a re  re levant.

D. Response to Staff's
Authorized Returns.

Testimony on Comparisons to Actual and

Q- P LE AS E  R E S P O ND TO  MR .  IR VINE ' S  C O MME NTS  O N P AG E  7  AND 8

O F  HIS  S UR R E B UT T AL T E S T IMO NY C O NC E R NING  T HE  R O LE  O F

ACTUAL AND AUTHO RIZED EARNING S ?
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It is  a ppa re nt from his  te s timony tha t Mr. Irvine  doe s n't unde rs ta nd the  ba s is  for

the  compa ra ble  e a rnings  me thod. As  I p re vio u s ly d is c u s s e d  in  my Dire c t

Te s timony, the  compa ra ble  e a rnings  a pproa ch is  roote d in U.S . Supre me  Court

de cis ions , including Fe de ra l P owe r Commis s ion v. Hope  Na tura l Ga s Co., 320

U.S . 591 (1944), a nd Blue  fie ld Wa te rworks  & Improve me nt Co. v. Public Se rvice

A.
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Commis s ion of We s t Virginia , 262 U.S . 679 (1923). S e e  Dire ct Te s timony of

Thomas Bourassa  ("Bourassa  DT") a t 24 and 30.

Give n the s e  re quire me nts , it would be  myopic a t be s t to  s imply ignore

actua l and authorized re turns  on equity. The  goa l is  to authorize  a  re turn on equity

tha t is  e qua l to  the  re tu rn  on  inve s tme n ts  with  s imila r ris k. Mr.  Irvin e  is

e xclus ive ly a dvoca ting tha t the  re s ults  of his  fina nce  mode ls  s hould be  us e d

without regard to whe ther the  results  of those  mode ls  a re  cons is tent with the  actua l

a nd a uthorize d e a rnings  of the  compa nie s  he  ha s  us e d to imple me nt his  fina nce

mode ls . I a m not surpris e d. Mr. Irvine  doe s  not e ve n a cknowle dge  the  crite ria  s e t

forth by Hope  a nd Blue  fie ld a nywhe re  in his  te s timony. The  ba s is  of his  e ntire

tes timony is  tha t expected re turns  may only be  es timated with marke t based models

s uch a s  the  DCF a nd CAP M. Like  much of his  te s timony, this  s imply ignore s

rea lity. If a  company has  cons is tently ea rned re turns  on equity be tween 10 pe rcent

and ll pe rcent during the  pas t 5 yea rs , and is  projected to continue  to ea rn a  re turn

on e quity within tha t ra nge , why would a n inve s tor re je ct tha t informa tion a nd,

ins te a d, choos e  to re ly s ole ly on a  fina nce  mode l?  In fa ct, why would inve s tme nt

s e rvice s  s uch a s  Va lue  Line  a nd S ta nda rd & P oor's  publis h his toric informa tion

regarding a  company's  ea rnings  if expected re turns  can only be  es timated by us ing

finance  mode ls?  They wouldn't have  much of a  marke t for the ir products .
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Q-

E. Response to Staff's Testimonv on the Use of Analvst Forecasts.

PLEASE COMMENT ON MR. IRVINE'S TESTIMONY AND PAGE 10 OF

HIS SURREBUTTAL THAT HISTORICAL GROWTH RATES ARE LESS

SUBJECTIVE BECAUSE THEY ARE BASED ON CALCULATIONS?

Mr. Irvine 's  a s se rtion tha t his torica l growth ra te s  a re  le s s  subjective  because  they

are  based on ca lcula tions  is  puzzling. A ca lcula tion of his torica l growth ra te s  a re

wha t the y a re . The  point is , whe n e s tima ting inve s tor e xpe cta tions us ing those

A.
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growth ra te s  in a  prospective  mode l is  subje ctive and provides  no more  a  ba lanced

a pproa ch tha n us ing only a na lys t e xpe cta tions . I ha ve  a lre a dy te s tifie d to  the

re a sons  why I chose  to use  a na lys t e xpe cta tions  a nd the  supe riority of die  use  of

a na lys t e xpe cta tions  in e s tima ting the  COE a nd will not re pe a t the m he re . S e e

Bourassa  RB a t 3-4.

Q- C AN YO U C O MME NT  O N MR .  IR VINE '  S UR R E B UT T AL T E S T IMO NY

C O NC E R NING  YO UR  E XC LUS IO N O F  HIS T O R IC AL DP S  AND E P S

G RO WTH RATES  F RO M THE DCF  MO DEL?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. Mr. Irvine  de fe nds  the  use  of his torica l DPS a nd EPS growth ra te s  a s s e rting tha t

this  provide s  a  ba la nce d a nd re a s ona ble  outcome , which is  s uppos e dly S ta ffs

obje ctive . Se e  Irvine  SB a t 10. Mr. Irvine  goe s  on to te s tify tha t if the  low growth

ra te s  we re  to  be  e xclude d from S ta ff's  growth e s tima te  the n it would a ls o  be

a ppropria te  to e xclude  the  highe s t growth e s tima te s . Id.. The  diffe re nce  is  tha t

the re  is  a  s ound ba s is  for e xcluding  the  h is torica l g rowth  ra te s , bu t no t the

projected growth ra te s . As  I previous ly te s tified, the  indica ted cos ts  of equity us ing

his torica l DPS growth es tima tes  a re  a t or be low the  cos t of debt. See  Bourassa  DT

a t 27-28 a nd Boura s s a  RB a t 20-21. In  a ddition, in  e s tima ting future  growth,

fina ncia l ins titutions  a nd a na lys ts  ha ve  ta ke n into a ccount a ll re le va nt his torica l

informa tion on a  compa ny a s  we ll a s  o the r more  re ce nt informa tion. Ana lys t

e s tima te s  of EPS  growth ha ve  a ls o be e n s hown to be  s upe rior in e s tima ting the

COE. The se  we re  the  re a sons  why I e xclude d the  his torica l growth ra te s  from my

a na lys is . Se e  Boura s sa  DT a t 26-27 a nd Boura s sa  RB a t 3. The  low indica te d

COE of S ta ff's  cons ta nt growth DCF of 7.7% a nd curre nt MRP  CAP M of 7.8%

sugges t I am correct in my criticisms  of the  inputs  Sta ff employs  in its  mode ls .

-20-



The  highes t growth ra te s  by e ithe r S ta ff or USLLC actua lly produce  re sults

within the  ra nge s  of my ris k pre mium a pproa che s  a nd my compa ra ble  e a rnings

approaches. Thus, there  is  no reason to exclude them.

Q- P LEAS E EXP LAIN.
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A. In Re joinde r Schedule  D-4.5, the  highes t projected ave rage  EPS growth e s tima tes

a re  from Va lue  Line  a t 9.0 pe rce nt. The average divide nd yie ld  of the  wa te r

utilitie s  s ample  is  2.7 pe rcent. The  indica ted COE us ing the  cons tant growth DCF

mode l is  11.7 pe rce nt - s till within the  ra nge  of my COE re s ults . Looking a t it

from Sta ffs  pe rspective , S ta ffs  highes t growth ra te  is  7.5 pe rcent for the  projected

s us ta ina ble  growth ra te . S ta ffs  a ve ra ge  d ivide nd yie ld  is  2 .5  pe rce nt. The

indica te d COE us ing the  cons ta nt growth DCF mode l is  10.0 pe rce nt - a ls o s till

within the  range  of my COE results .

Eve n more  te lling is  if S ta ffs  highe s t growth ra te  of 7.5% is  e xclude d from

S ta ffs  growth ra te s , S ta ffs  cons ta nt growth DCF indica te d COE drops  to  7 .2

percent -- 50 basis  points  lower than the  a lready low 7.7 percent.

I ha ve  s hown tha t the  a ve ra ge  tota l ma rke t re turns  for the  wa te r utilitie s

s a mp le  d u rin g  th e  p a s t 5  ye a rs  h a ve  b e e n  1 6 .8 4  p e rc e n t (1 3 .3 4  p e rc e n t

compounde d). S e e  Boura s s a  RB a t 10. In a ddition, I ha ve  s hown tha t a  ma rke t

based bond risk premium based on the  wate r utility sample  and the  current yie ld on

long-te rm gove rnme nt bonds  indica te s  a  COE of ove r 17 pe rce nt. His torica lly

inves tors  have  rece ived re turns  fa r grea te r than S ta ff s  recommended 8.9 pe rcent

re turn and fa r grea te r than my recommenda tion for USLLC of 10.5 pe rcent. As  the

evidence  shows , the  highes t growth ra tes  should not be  excluded because  the re  is

no ra tional bas is  to do so.
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1 DOES MR. IRVINE CRITICIZE YOUR COMPUTATION OF THE

AVERAGE TOTAL MARKET RETURNS FOR THE WATER UTILITY

SAMPLE FOR THE PAST 5 YEAR?

Ye s , Mr. Irvine  tha t the  finds  the  13.34 pe rce nt tota l ma rke t re turns  doe s  not

re cognize  compounding, but I in  fa ct it doe s . S e e  Irvine  S B a t 9 . The  5  ye a r

average  tota l market re turn is  16.84 percent.

F. Response to Staff's Testimonv on the Staff's Inputs.

PLEASE COMMENT ON MR. IRVINE'S TESTIMONY THAT STAFF

DOES NOT EXCLUDE INPUTS BECAUSE THEY ARE AT OR BELOW A

SELECTED BENCHMARK AND ARE VIEWED AS TOO HIGH OR TOO

LOW?

Mr. Irvine 's  comme nts  re inforce  my point tha t S ta ff doe s  not provide  for a  re a lity

check on the  re sults  of the ir mode ls . Mr. Irvine  me cha nica lly a pplie s  his  fina nce

models  and blindly accepts  the  results .

DOES THAT CONCLUDE YOUR REBUTTAL COST OF CAPITAL

TESTIMONY?
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Q- Would you please your name and business address?

My na me  is  Lonnie  McCle ve . My bus ine s s  a ddre s s  is  721 S a n P e dro,

Gilbert, Arizona 85234.

Q- What is  your re la tions hip  to  Utility Source , LLC

A. I am an owner and office r of the  company.

Q. Are you familiar with the subject Application, and have you filed

testimony in this proceeding?

A. I a m fa milia r with the  Applica tion, but ha ve  not pre vious ly file d te s timony

in this  ma tte r.

Are you aware that the Commission held a Publie Comment meeting on

this  Applica tion in Flags ta ff on Ma rch 19, 2007?

A. Yes  I am. I was  not in a ttendance , a lthough a  Company representa tive  was

the re  during the  e ntire  me e ting. I ha ve  ha d a n opportunity to re vie w the  officia l

transcript of tha t mee ting.

Q, Is it your opinion that based upon those in-sworn comments there is

substantial misunderstanding of  the Company's operations and its

relationship to the developer and homeowners association?

A. I be lieve  tha t to be  true , ana l a lso be lieve  there  were  some miss ta tements  of

fact made  by some of the  individua ls .
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Q. Let me ask about certain of the issues that I believe the Commission

may be concerned with, roughly in the order they were raised at the meeting.
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First, was an allegation of unauthorized water use. Would you please speak to

that allegation?

A. Ye s . The  Compa ny is  us ing wa te r from its  s ys te m for us e  in the  De e p We ll #4

drilling  ope ra tion . The  de live ry point for tha t wa te r is  in  the  proximity of the  mobile

home park. This may have caused certain observers to believe that due Mobile home park

was receiving water through other than normals metered service. It is not. The water used

for cons truction of a  we ll is  for the  be ne fit of Utility S ource  a nd the  wa te r us e d will be

appropria te ly accounted for by Utility Source .

Q- There was also an allegation that certain family members or employees were

not being charged for their utility services. Was that statement correct?

Absolutely not. This is a false accusation. We are aware that this would be a

sensitive issue both for die Commission and other customers and would never consider

such a practice. All customers are charged and pay our tariffed charges for both water and
I

sewer use.

Q. Will y o u  p le a s e  b r ie fly  s u m m a r iz e  y o u r  m e t e r  r e a d in g  a n d  b illin g

procedures ?

Yes . Me te rs  a re  read manua lly. Mos t me te rs  a re  read eve ry month. The re  may be

anywhere from two to Eve meters duet can not be read on certain months due to issues

beyond our control, such as standing water over meter preventing visual read or vehicles

being parked on top of meter boxes. You should be aware that every time we have rain or

snow melt, it is possible that some of the meters boxes fill with mud or water so a read
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could be delayed. Those bills are then estimated in accordance with the Commission's
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Rules and Regulations. When a homeowner calls about their bill we research the problem

a nd the re a fte r ca ll the m. S ome time s  it involve s  our on-s ite  pe rson. If the re  is  a  glitch in

the  compute r, we  ca ll our compute r representa tive . Depending on the  ques tion, we  do not

a lwa ys  de te rmine  the  a ns we rs  tha t da y. We  a re  not fa milia r with the  pa rticula rs  of a ll

comments at the meeting, but one customer stated his bill was significantly over the

normal bill. Our Office Manager had the on-site person re-read the meter and that

customer was correct, the reading was off by 10,000 gallons. By his next bill it had been

corrected. Another customer suggested we had mis-read his meter, but we re-read that

meter and it was right on for his usage. Anodaer customer who commented is a

homeowner who moved in after a tenant left owing the Company, and a disconnect notice

was put on the door. The new homeowner had not called to set up sen/ice. Therefore, we

ha d no wa y of knowing s ome one  ne w wa s  living the re . We  jus t kne w tha t wa te r wa s

being used. This too was corrected.

Q- Others commented on the Company's responses to customer telephone

inquirie s . Will you  p leas e  re s pond?

Our toll fre e  numbe r is  on e a ch bill a nd cus tome rs  re gula rly use  it. Whe n not in

he r office , our Office  Ma na ge r tra ns fe rs  ca lls  8'om work to he r mobile  a nd s pe a ks  widl

several homeowners a day, after hours (including 2:00 a.m.), and on weekends. We

be lie ve  the  va s t ma jority of the se  ca lls  a re  re solve d sa tis fa ctorily. Our ope ra tions  pe rson

live s  on-s ite  a nd is  ofte n a wa re  of the  proble m a nd in the  proce s s  of corre cting it e ve n

be fore  the  Office  Manage r ca lls  him.
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Q- There was also a question regarding water trucks hauling water offsite, and
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whether or not those customers are being billed?

The re  a re  curre ntly two wa te r ha ule rs , La rry Wright Wa te r Ha ule r, a nd P ilot. P ilot

is  only ha uling wa te r through the  cons truction pha s e  of me ir truck s top. Whe n  it is

completed they will be tapped into our main line with a regular meter. Larry Wright

mainly hauls to residential customers. Both haulers are charged the tariffed rate per 1,000

gallons used.

Q. An additional misunderstanding appeared to be regarding the relationship

between the Company, the developer of property, and that homeowners association,

a n d  p o s s ib le  mis d e a lin g s  a mo n g  th o s e  p a rtie s . Wo u ld  yo u  p le a s e  e xp la in  fo r th e

Commission the relationship of those parties and the dealings between among them?

A. Utility S ource , LLC, Gre e nfie ld  La nd  De ve lopme nt a nd  Fla gs ta ff Me a dows

P rope rty Owne r's  Associa tion a re  s e pa ra te  e ntitie s  a nd ha ve  be e n Hom the ir ince ption.

Each has its own bylaws and operating agreement. Moreover, each entity has its own

ba nk a ccount for de pos iting  re ve nue s  a nd pa ying bills . Income  a nd e xpe ns e s  a re

a ccounte d for s e pa ra te ly for e a ch of the s e  e ntitie s  on the ir own s e t of books . Utility

Source possesses a bank account for depositing water and wastewater revenues. Bills

a s s ocia te d with the  ope ra tion of the  utility compa ny a re  pa id e xclus ive ly through this

account. Utility Source is a public service company and is obviously regulated by the

Commiss ion. It ha s  been is sued a  Fede ra l Identifica tion Number by the  Inte rna l Revenue

Service. It is required to file annual reports with both the Colnmission's Utility Division

and the Arizona Department of Revenue. These report income and expenses as well as
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the  Compa ny's  a s s e ts  a nd lia bilitie s . Like  a ll utility coinpa nie s , Utility S ource  LLC is
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subject to close scrutiny by utility regulatory agencies. It is submitted that the Company

jus t we nt through a  micros copic re vie w of a ll p la nt, re ve nue s  a nd e xpe ns e s  by the

Commis s ion S ta E. No s ugge s tion of a ny ina ppropria te  tra ns a ction wa s ma de  by S ta ff

Utility Source is also required to tile annual corporate income tax returns, both state and

fede ra l. The  utility company has  a  pa rt time  office  manager tha t handles  cus tomer se rvice

ma tte rs . We  ha ve  a  monthly contra ct with a n office  a s s is ta nt who is  re s pons ible  for

cre a ting monthly billings  ba se d on the  me te r re a dings . A compute r consulta nt provide s

regula r ha rdware  ma intenance  and supe rvise s  billing software  functions . An independent

a ccounta nt pe rforms  a ll a ccounting dutie s  a nd is  re s pons ible  for re porting complia nce .

Utility S ource  utilize s  thre e  se pa ra te  Ce rtifie d P ublic Accounting firms  for ta x filings , a nd

re gula tory e xe cution. Utility S ource  contra cts  wide  firms  tha t provide  s uch s e rvice s  a s

water testing, wastewater testing, and sludge removal. We also contract with Contract

Wastewate r Opera tor (CWO), as  the  ADEQ certified Opera tor, and as  the  on-s ite  opera tor

for the  wa te r a nd wa s te wa te r tre a tme nt pla nts . CWO e mploys  J e re my McCa le b who

a s s is ts  with  the s e  re s pons ibilitie s . Othe r ta s ks  comple te d  by Mr. McCa 1e b include

month ly me te r re a d ing  a s  we ll a s  be ing  a va ila b le  to  cus tome rs  for s e rvice  is s ue s .

Fortuna te ly, he  res ides  in Flagsta ff Meadows and is  on ca ll 24 hours  a  day.

Gre e nfie ld La nd De ve lopme nt is  a  pa rtne rs hip which pos s e s s e s  its  own ba nk

a ccount for the  purpose  of de pos iting income  re ce ive d a nd die  pa ying of bills  a ssocia te d

with the  ope ra tion of its  de ve lopme nt proje cts . Ma ry Ann P a rry ma na ge s  the  da y to day

ope ra tions  for Greenfie ld Land Deve lopment. Also engaged in the  Company's  ope ra tions
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is an independent accountant who administers all accounting functions. A Certif ied
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P ublic  Accounta nt pre pa re s  a nnua l fe de ra l a nd s ta te  ta x re turns . Gre e nfie ld  did  in itia lly

de ve lop the  a re a , but ha s  s old mos t of the  prope rty to dlird-pa rty builde rs

Fla gs ta ff Me a dows  P rope rty Owne rs  As s ocia tion is  re gis te re d a s  a  non-profxt

corporation with the Arizona Corporation Commission, and owned by the property

owne rs . As  with virtua lly a ll home owne rs  a s s oc ia tions , it wa s  forme d by the  de ve lope rs

a nd re ma ine d in the  de ve lope rs  control until the  ma jority of the  home s  we  sold. Tha t ha s

now occurred, and the control is being "transitioned" to the residents. The Association

ha s  its  own ba nk a ccount through which a ll due s  colle c te d a re  de pos ite d. It pa ys  for bills

associated with operation through this bank account. Mary Ann Parry has been serving as

the  office  ma na ge r for the  P rope rty Owne rs  As s oc ia tion . He r re s pons ib ilitie s  inc lude d

but we re  not limite d to, cre a ting invoice s  for due s , colle ction of funds , pa ra ble s , a nd othe r

s e cre ta ria l dutie s  a re  re quire d by da ily ope ra tion. Upon  c omple tion  o f the  s ubd ivis ion

s a le s , a nd  in  a ccorda nce  with  the  CC&R'S  a nd Byla ws , a  me e ting  wa s  re ce ntly he ld  to

e le c t ne w boa rd  me mbe rs  who will be  re s pons ib le  for a ll the  a ffa irs  o f d ie  As s oc ia tion

Unfortuna te ly, ve ry little  in te re s t wa s  s hown in  thos e  pos itions , but e le c tions  we re  he ld

a nd s e ve n me mbe rs  we re  e le c te d to the  ne w boa rd. A me e ting is  s che dule d for April 19

2007 to furthe r the  imple me nta tion of die  ne w boa rd me mbe rs  dutie s  a nd re s pons ibilitie s

a nd to pla n for the  Ne w Ye a r

It was indirectly suggested that either the Association or Utility Source might

be paying for landscaping or other services of shareholders or shareholder's family

members. Have any such services been provided at utility customer or association

member expense
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Abs olute ly not. Be ca us e  the re  a re  a  limite d  numbe r of s e rvice  compa nie s

ava ilable  in Be llemont, I cannot te ll you tha t some  of the  Company's  subcontractors  have

not done  work for individua ls  within the  community, but I ca n te ll you tha t those  se rvice s

were  not pa id for by the  Company or die  Associa tion.

Q. One customer questioned water quality reports. Are those filed and available

for customer review?

Ye s . All re quire d wa te r qua ntity a nd qua lity ha ve  be e n file d  with  ADWR a nd

ADEQ, re spe ctive ly. The  Compa ny will be  pre pa ring a  Consume r Confide nce  Re port a s

re quire d by ADEQ a nd tha t re port will be  dis tribute d to a ll the  cus tome rs . It will ha ve  a ll

da ta  'm it. We  do not reca ll be ing previous ly a sked for these  reports  by any cus tomer, the

Company is  doing eve rything required by the  controlling regula tory agencies .

Q- Are you aware of the suggested change in the associations CC&R's pertaining

to rainwater?

No, to our knowledge the Association has never had a request to approve a system

whe re in ra inwa te r wa s  ca pture d a nd to be  re us e d for la nds ca ping. This  is  cle a rly not a

wa te r compa ny is s ue . I e xpe ct the  P OA would be  ope n to tha t type  of propos a l. Tha t

proposa l would be  cons is te nt with the  policy of conse rva tion which is  incorpora te d in the

CC&R's under Section4.3 A. As stated, the developers are in the process of turning over

control of the  prope rty ovme rs  a s socia tion to the  ne w boa rd, a nd if a ny such proposa ls

were submitted, I expect they would be reviewed and decided by the new board.

Q. Another subject raised at the Public Comment meeting has to do with water
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A. Yes. The Commission's engineering report in this proceeding indicates that the

Company is in compliance with all ADEQ requirements and drat the water laws is 5.8%,

we ll within the  a cce pta ble  limits .

Q- The final question I have pertains to outages. Have there been frequent or

extended outages of service to any portion of your system?

A. No. We have been fortunate in that we have not experienced any such problems.

We  be lie ve  the  sys te m is  we ll-de s igne d, a nd it is  a ll re la tive ly ne w. The re fore , we  would

not anticipate any such problems. There certainly may have been short-term outages for

norma l ma inte na nce  or ta pping of a  ma in, but da rt would be  in a  re la tive ly sma ll a re a  of

the  sys tem and for a  re la tive ly short pe riod of time .

Q. Mr. Mc Cle ve , is  it  yo u r  o p in io n  th a t  th e  Co m p a n y is  p ro vid in g  a d e q u a te

quantities and good quantities water to all customers within its system?

Absolute ly. We  unde rs tand the  cus tomer's  frus tra tion with a  proposed increa se  in

the  wa te r and wastewate r ra tes . We be lieve  the  Company has  reques ted increases  on the

lower s ide  of the  range  of rea sonableness  for the  se rvice s  it is  providing. The  Company's

proposed ra te s  a re  not diss imila r to othe r non-metropolitan priva te  wa te r companies  in the

state. We intend on continuing to provide the highest levels of service to our customers.

Q. Mr. McCleve, you testified that you were not in attendance at the Public

Comment meeting, but I understand the Company was not given an opportunity to

respond to those comments at that time. Has the Company made any effort to

respond to those individual comments?
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A. Ye s , we  thought it would  be  a ppropria te  if we  would  p rovide  a  copy of th is
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Rej binde r Tes timony to each of those  individua ls . I have  had our s ta ff mail a  copy to each

cus tome r who ide ntifie d him or he rs e lf a t the  me e ting a t the  billing a ddre s s  we  ha ve  for

tha t individua l. We  a re  ce rta inly hope iill of ma inta ining a n ope n line  of communica tion

with our ne ighbors  a nd cus tome rs , whe the r it be  in the  forma lity of a  ra te  proce e ding or on

a day-to-day basis.

Q. Does this conclude your testimony?
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Utility Source, L.L.C.
Wells and Springs

Exhibit
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Deep Well #1
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EXECUTIVE SUMMARY
UTILITY SOURCE, LLC

WATER DIVISION
DOCKET no. W-04235A-06-0303

Utility S ource , LLC - Wa te r Divis ion ("Compa ny") is  a n Arizona  limite d lia bility
company. The  water utility is  'loca ted in Coconino County. The  Company's  wate r s ys tem is
loca ted jus t north of highway 40 in Bellemont, Arizona . The  Company served approximate ly
337 cus tomers  during the tes t year ended December 31, 2005. The Company's  current ra tes
were approved in Decision No. 67446, dated January 4, 2005.

Rate  Application:

The Company proposes  ra tes  tha t would increase  opera ting revenue by $401,245 to
produce operating revenue of $575,572 resulting in operating income of $323>349, or a 230.17
percent increase over tes t year revenue of $174,327. The Company also proposes  a fair value
rate base ("FVRB") of $3,079,513, which is  its  original cost rate base, and a 10.50 percent rate of
return on the FVRB .

Staff recommends rates  that would increase operating revenue by $193,122 to produce
operating revenue of $367,449 resulting in operating income of $196,630, or a  110.78 percent
increase over adjusted test year revenue of $174,327. Staff recommends a FVRB of $2,048,228,
and a 9.60 percent rate of return on the FVRB.

Rate Design:

Due to the  facts  re la ted in Decis ion No. 67446, in which the  Company did not have  a
valid Certificate  of Convenience and Necess ity (CC&N) and was  charging rates  that were not
approved by the Commiss ion, Staff, in an effort to alleviate the rate burden on cus tomers , has
accepted the  Company's  propos a l and will include  es timated us age  of 350 homes  tha t a re
currently being built, in the rate design.

The Company proposes  an inverted three-tier ra te  des ign for a ll res identia l meter s ize
cus tomers  and flat commodity rates  for multi-family, mobile home, commercial cus tomers , and
cons truction meter and s tandpipe cus tomers . The typical 3/4-inch meter res identia l bill with a
median usage of 4,500 gallons  would increase  by $44.78, or 233.02 percent, from $19.22 to
$63.99.

S taff recommends  an inverted three-tie r ra te  des ign for 5/8-inch meters  and 3/4-inch
meters, and a11 inveNted two-tier rate structure for larger meters. The recommended rate structure
conforms  to those regularly adopted by the  Commiss ion in recent years . The typical 3/4-inch
meter res idential bill with median usage of 4,500 gallons  would increase by $22.07, or 114.83
percent, ham $19.22 to $41.28.
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1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3

4

My na me  is  J e ffre y M. Mich lik. I a m a  P ub lic  Utilitie s  Ana lys t IV e mploye d  by the

Arizona  Corpora tion  Commis s ion  ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion

5 ("S ta ff'). My bus iness  address  is  1200 West Washington S tree t, Phoenix, Arizona  85007.

6

7 Q- Brie fly de s cribe you r re s pons ibilitie s  a s  a  P ublic Utilitie s  Ana lys t IV.

8

9

1 0

11

In  my ca pa city a s  a  P ublic  Utilitie s  Ana lys t IV, I a na lyze  a nd  e xa mine  a ccounting ,

financia l, s ta tis tica l and othe r informa tion and prepa re  reports  based on my ana lyses  tha t

pre sent S ta ffs  re commenda tions  to the  Commiss ion on utility revenue  requirements , ra te

design and other matte rs . I a lso provide  expert tes timony on these  same issues.

12

1 3 Q- Please describe your educational background and professional experience.

1 4 In  2000, I gra dua te d from Ida ho S ta te  Unive rs ity, re ce iving a  Ba che lor of Bus ine s s

I a m1 5

1 6

Admin is tra tion  De gre e  in  Accoun ting  a nd  Fina nce , a nd a  Ce rtifie d  P ub lic

Accounta nt with the  Arizona  S ta te  Boa rd of Accounta ncy. I ha ve  a tte nde d the  Na tiona l

1 7

1 8

As s ocia tion  o f Re gu la to ry Utility Commis s ione rs ' ("NARUC") Utility Ra te  S choo l,

which presents general regula tory and business issues.

1 9

20 I jo in e d  th e  Co mmis s io n  a s  a  P u b lic  Utilitie s  An a lys t in  Ma y o f 2 0 0 6 . P rio r to

2 1

22

e mployme nt with  the  Commis s ion, I worke d four ye a rs  for the  Arizona  Office  of the

Auditor Ge ne ra l as a  Staff Auditor, and one  yea r in public accounting a s  a  Senior Auditor.

23

24 Q. What is the scope of your testimony in this case?

25

26

A.

A.

A.

A. I a m pre s e nting S ta ff" s  a na lys is  a nd re comme nda tions  re ga rding Utility S ource , LLC's

("Company") applica tion for a  pe rmanent increase  in its  ra te s  and cha rges  for wa te r utility
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1 s e rvice  within Coconino County, Arizona . I a m pre s e nting te s timony a nd s che dule s

2

3

a ddre ss ing ra te  ba se , ope ra ting re ve nue s  a nd e xpe nse s , re ve nue  re quire me nt, a nd ra te

de s ign. S ta ff witne s s  Mr. S te ve  Irvine  is  pre s e nting S ta ffs  Cos t of Ca pita l a nd re la te d

4 recommenda tions . Mr. J e a n Liu is  pre s e nting S ta ff" s  e ngine e ring a na lys is  a nd re la te d

5 re com m e nda tions  .

6

7 Q- What is the basis of your testimony in this case?

8

9

1 0

1 1

I pe rforme d a  re gula tory a udit of the  Compa ny's  a pplica tion a nd re cords . The  re gula tory

a udit cons is te d of e xa mining a nd te s ting fina ncia l informa tion, a ccounting re cords , a nd

othe r supporting documenta tion and ve rifying tha t the  accounting principle s  applied were

in  a ccorda nce  with  the  Commis s ion  a dopte d  NARUC Uniform S ys te m of Accounts

1 2 ("US OA").

1 3

1 4 B AC KG R O UND

1 5 Q- Pleas e  review the  background of th is  applica tion.

1 6

1 7

1 8

1 9

20

2 1

22

23

A.

A. Utility S ource  is  a 11 Arizona  limite d lia bility compa ny. The  wa te r utility is  loca te d in

Coconino County. The  Compa ny's  wa te r s ys te m is  loca te d jus t north of highwa y 40 in

Be lle mont, Arizona . The  Compa ny se rve d a pproxima te ly 337 cus tome rs  during the  te s t

yea r ended December 31, 2005. The  Company's  current ra te s  were  approved in Decis ion

No. 67446, da ted January 4, 2005. Pursuant to Decis ion No. 67446, the  Company filed an

a pplica tion on Ma y l, 2006, re que s ting a  de te rmina tion of the  curre nt fa ir va lue  of its

utility prope rty a nd pe rma ne nt ra te  incre a se  for its  wa te r a nd se we r divis ions . On July 3,

2006, S ta ff filed a  le tte r decla ring the  applica tion sufficient.
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1 CONS UME R S E RVICE S

2 Q-

3

4

Please provide a brief history of customer complaints received by the Commission

regarding the Company. Additionally, please discuss customer responses to the

Company's proposed rate increase.

5

6

7

S ta ff re vie we d the  Cornrnis s ion's  re cords  a nd found ze ro compla ints , s ix inquirie s , a nd

thirteen opinions  during the  pas t three  and a  ha lf yea rs . A11 of the  thirteen opinions  were

opposed to the proposed rate  increase.

8

9

10

S UMMAR Y O F  F ILING ,  R E C O MME NDATIO NS ,  AND ADJ US TME NTS .

P le a s e  s umma rize  the  Compa ny's  propos a ls  in this  tiling.Q-

11

12

1 3

14

15

The  Compa ny propos e s  ra te s  tha t would incre a s e  ope ra ting re ve nue s  by 3401,245 to

produce  ope ra ting re ve nue  of $575,572 re sulting in ope ra ting income  of $323,349, or a

230.17 percent increase  over te s t yea r revenue  of $174,327. The  Company a lso proposes

a  fa ir va lue  ra te  ba se  ("FVRB"') of $3,079,513 which is  its  origina l cos t ra te  ba se , a nd a

10.50 percent ra te  of re turn on the  FVRB .

16

17 Q- Please summarize Staff's recommendations.

18

19

20

21

S ta ff re comme nds  ra te s  tha t would incre a se  ope ra ting re ve nue  by $193,122 to produce

ope ra ting re ve nue  of $367,449 re s ulting in ope ra ting income  of $196,630, or a  110.78

percent increase  over adjus ted te s t yea r revenue  of $174,327. S ta ff recommends  a  FVRB

of $2,048,228, and a  9.60 percent ra te  of re turn on the  FVRB.

22

23 Q. Please summarize the rate base adjustments addressed in your testimony.

24

25

26

A.

A.

A.

A. My tes timony addresses  the  following issues l

P la nt in S e rvice - These adjustments decrease ra te  base by $961,228.

Accumula ted Deprecia tion -- This adjustment decreases rate  base by $68,927.
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1 Contributions  in  Aid of Cons truction ("CIAC") - This  adjus tment increa se s  ra te  ba se  by

2

3

$11,129.

Working Ca pita l.-. This adjustment decreases rate  base by $12,259.

4

5 Q. Please summarize the operating revenue and expense adjustments addressed in your

6 testimony.

7

8

9

10

1 1

12

13

My tes timony addresses  the  following issues :

Chemicals  Expense - This  adjustment decreases expenses by $530.

Outside  Services Expense ... This adjustment decreases expenses by $8,202.

Water Testing Expense .-. This adjustment decreases expenses by $6,107.

Misce llaneous Expense - This adjustment decreases expenses by $20,500.

Deprecia tion Expense - This adjustment decreases expenses by $43,132.

Property Tax Expense - This adjustment decreases expenses by $2,933.

14

15 Rate Base

16

17

Rate Base Summary

Please review the Company's proposed rate base.Q.

18 The  Company is  proposing a FVRB of$3,079,513 as  shown on Schedule J MM-W2.

19

20 Q. Is Staff recommending any changes to the Company's proposed rate base?

21

22

Ye s . S ta ff re comme nds  a FVRB of $2,048,228 a s  s hown on S che dule  J MM-W2, a

reduction of $1,031,285 from the  Company's  proposed FVRB.

23

24 Q- How many rate base adjustments is Staff recommending?

25

26

A.

A.

A.

A. S ta ff re comme nds  four a djus tme nts  to ra te  ba se  a s  shown on S che dule s  JMM-W2 a nd

JMM-W3. Each adjus tment described be low is  made  to the  FVRB.
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1

2

Rate Base Adjustment No. 1 -. Plant in Service

What is the Company proposing for account 304, Structures and Improvements"Q.

3 The Company is proposing costs of $109,250. See Company Schedule B-2 page Cb.

4

5 Q. P le a s e  e xp la in  th e re s u lts  o f S ta ff's analys is o f a cco u n t 304, S tru c tu re s  a n d

6 Improvements.

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

Sta ff examined invoices  and the  line  item de ta il schedule  by plant account provided by the

Company, a s  reques ted by S ta ff. The  Company's  gene ra l ledge r fa iled to provide  de ta iled

tra ns a ctions  ide ntifying the  a mount a nd de s cription of individua l a s s e ts  compos ing the

a ccount ba la nce . S ta ffs  a na lys is  of the  docume nta tion a nd e xpla na tions  provide d by the

Compa ny through S ta ffs  da ta  re que s ts  conclude d tha t $23,548 in pe rime te r wa ll wa te r

ta nk fe ncing cos t wa s  incorre ctly cla s s ifie d to a ccount 330, dis tribution a nd re s e rvoirs .

This  amount was  reclass ified to account 304, s tructures  and improvements , and confirmed

by the  Company in response  to Staff" s  third da ta  request. S ta ff concluded tha t the  $23,548

perimete r flood wall a round the  wate r pump house  and s torage  tanks , were  necessary, and

use d a nd use ful in providing wa te r utility se rvice .

1 7

1 8

1 9

20

2 1

22

23

A.

A.

S ta ff disa llowe d a mounts  for $34,l78, $13,278 a nd $l2,345, a sse rte d by the  Compa ny to

be  wa te r u tility re la te d  fe ncing  cos ts . S ta ff d is a llowe d  the s e  a moun ts  fo r la ck o f

supporting documenta tion providing evidence  tha t the  fencing cos ts  were  necessa ry, and

used and use ful in providing wa te r utility se rvice . These  cos ts  were  cons ide red by S ta ff to

be  pa rt of the  ge ne ra l de ve lopme nt of the  proje ct contributing to de cora tive , pa rk-se tting

enhancements , and not necessary wate r utility costs  to be  incurred by utility customers .
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1 Q. What is Staff's recommendation for account 304, Structures and Improvements?

2

3

4

5

6

Sta ff is  recommending an increase  due  to the  reclass ifica tion of $23,548 to s tructures  and

improve me nts , a nd a  de cre a s e  of $59,800 due  to the  dis a llowa nce  in uns ubs ta ntia te d

fencing cos ts  deemed not necessa ry nor used and use ful a s  a  cos t of wa te r utility se rvice ,

for a  ne t de cre a s e  to the  a ccount of $36,252. S ta ffs  re sulting re comme nde d a ccount

ba la nce  for s tructure s  a nd improve me nts  is  $72,998. S ta ffs  a djus tme nts  a re  s hown on

S che dule  JMM-W4.7

8

9 What is  the  Company propos ing for a ccount 307, We lls  a nd S prings ?

1 0 The  Company is  proposing costs  of $2,233,833 See  Company Schedule  B-2 page  4b.

11

1 2 Q- Ple a se  e xpla in the  re sults  of S ta mPs  a na lys is  of a ccount 307, We lls  a nd Springs .

1 3

1 4

1 5

1 6

1 7

1 8

S ta ff examined invoices  and the  line  item de ta il schedule  by plant account provided by the

Compa ny, a s  re que s te d by S ta ff. S ta ffs  a na lys is  of the  docume nta tion a nd e xpla na tions

provided by the  Company through S ta fFs  da ta  reques ts  concluded the  following:

l. S ta ff de cre a s e d  cos ts  pos te d  to  Bob Be e ma n Drilling  Compa ny by $6 ,697, from

$561,850 to $555,l53, to re flect sa les  invoice  number 14407060 cos ts  0f$538,798 and

sa le s  tax expense  adjus tment of $l6,355, a s  confirmed in the  Company's  re sponse  to

1 9

20

2 1

22

23

24

25

Staff' s  third data  request.

2. S ta ff re move d $133,525 pos te d to Bob Be e ma n Drilling Compa ny invoice  numbe r

19402860, double  counte d a nd include d in a ccount 311, pumping e quipme nt, a s

confine d in the  Compa ny's  re sponse  to S ta ffs  third da ta  re que s t.

3. S ta ff removed $2,500 pos ted a s  S teve  Holmes  Cons truction pe rime te r fencing cos t for

de e p we ll numbe r 3, double  counte d a nd include d in a ccount 304, s tructure s  a nd

improvements  a t $2,912, a s  confirmed by the  Company's  re sponse  to S ta ffs  third da ta

26

A.

A.

A.

Q.

request.
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1

2

3

4

5

6

4. S ta ff removed $19,340 pos ted a s  sa le s  tax expense  to deep we ll number 3, which was

double  counte d a nd include d a s  s a le s  ta x in Bob Be e ma n Drilling Compa ny cos ts

pos te d in ite m. l ~a bove , a nd to a ccount 311, pumping e quipme nt, invoice  numbe r

19402860, as  confirmed by the  Company's  response  to S ta ffs  third da ta  request.

5. S ta ff dis a llowe d $736,583 cla s s ifie d by the  Compa ny a s  cos ts  incurre d for de e p we ll

number 4, which was not in se rvice  nor used and useful during the  tes t year.

7

8 Q- What is Staff's recommendation for account 307, Wells and Springs?

9

10

S ta ff is  re comme nding a  de cre a s e  of $898,645, re s ulting in a  re comme nde d a ccount

ba lance  0f$1,335,508.

11

12 What is  the  Company propos ing for a ccount 311, P umping Equipme nt?

13 The Company is  proposing costs  of $161,494. See  Company Schedule  B-2 page  Cb.

14

15

16

Q- P le a se  e xpla in the res ults  of S ta ff's  ana lys is of a ccount 311, P umping Equipme nt.

17

18

19

20

21

22

Staff" s  ana lys is  of the  documenta tion and explana tions  provided by the  Company through

Staffs  da ta  requests  concluded tha t the  sa les  tax included in invoice  number 19402860 for

Bob Be e ma n Drilling Compa ny wa s  incorre ctly s ta te d. The  Compa ny confirme d, in its

re s pons e  to S ta ffs  third da ta  re que s t, tha t the  invoice  a mount a nd s a le s  ta x s hould be

$135,989 and $2,984 respective ly, for a  transaction tota l of $138,973. The  amount pos ted

to the  ge ne ra l le dge r wa s  $141,756. Thus , S ta ff ha d to ma ke  a  downwa rd a djus tme nt of

$2,783.

23

24 Q- Wha t is  S ta ffs  re c omme nda tion  fo r a ccount 311, P umping Equipme nt?

25

A.

A.

Q.

A.

A. Staff is  recommending a  decrease  of$Z,783, Brow $161,494 to $158,711.
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1 Q. W h a t is  th e  C o mp a n y p ro p o s in g  fo r a c c o u n t 3 3 0 ,  Dis trib u tio n  R e s e rvo irs  a n d

2 S ta ndpipe s?

3 The Company is  proposing costs  of $345,000. See  Company Schedule  B-2 page  4b.

4

5 Q-

6

Please explain the results of Staff's analysis of account 330, Distribution Reservoirs

and Standpipes.

7

8

9

Sta ff' s  ana lys is  of the  documenta tion and explana tions  provided by the  Company through

Sta ffs  da ta  reques ts  concluded tha t cos ts  of $23,548 for pe rirne te rwa ll wa te r tank fencing

was  incorrectly included in account 330, dis tribution rese rvoirs  and s tandpipes , and should

1 0 be  re cla s s ifie d to a ccount 304, s tructure s a nd improve me nts . This  re cla s s ifica tion wa s

1 1 confirmed by the  Company's  response  to Staff" s  third da ta  request.

1 2

1 3 Q- W h a t is  S ta ff's  re c o mme n d a tio n fo r a c c o u n t 330, Dis tr ib u tio n  Re s e rvo irs a nd

1 4 S ta ndpipe s?

1 5 A.

1 6

S ta ff is  re comme nding a  de cre a s e  of $23,548, re s ulting in a  re comme nde d a ccount

ba lance  for dis tribution rese rvoirs  and s tandpipes  of $321,452.

1 7

1 8

19

Rate Base Adjustment No. 2 - AccumulatedDepreciation.

What is the Company proposing for Accumulated Depreciation?Q-

20 S e e  Compa ny

2 1

The  Compa ny is  propos ing $58,465 for a ccumula te d de pre cia tion.

Schedule  B-2 page  4b.

22

23 Q. P le a se  e xpla in the res ults  of S ta ffs  ana lys is  of Accumula ted De pre cia tion .

24

25

26

A.

A.

A.

A. Sta ffs  a na lys is  of the  e xhibits  a nd sche dule s , docume nta tion a nd e xpla na tions  provide d

by the  Company concluded tha t the  Company used an in-se rvice  da te  for a ll plant a sse ts

tha t corre sponde d to the  da te  the  Compa ny obta ine d its  Ce rtifica te  of Conve nie nce  a nd
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I

2

3

4

Ne ce s s ity ("CC&N"). Howe ve r, in the  ins ta nt ca s e , the  owne rs  ha d pla ce d in s e rvice  a ll

wa te r utility pla nt prior to obta ining a  CC&N, a nd we re  providing s e rvice  to cus tome rs

prior to the  in-se rvice 'da te  used by the  Company in this  ra te  applica tion, which is  the  grant

da te  of the ir CC&N and the  ra te  applica tion tes t year, 2005 .

5

6

7

In S ta ff' s  re vie w of the  line  ite m de ta il s che dule  by pla nt a ccount a nd invoice s  provide d

by the  Company, mate ria l amounts  included in the  schedule  did not have  transaction da tes

8 or invoice s  a s s ocia te d with the  cos ts . Howe ve r, it is  cle a r Brow the  docume nta tion

9

1 0

1 1

provide d tha t a ll wa te r utility pla nt a s s e ts  we re  providing s e rvice  by the  e nd of 2004.

The re fore , S ta ff is  re comme nding 2004 a s  the  in-s e rvice  da te  of a ll wa te r utility pla nt

assets, instead of 2005 as proposed by the  Company..

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

In re vie w of Compa ny witne s s  Mr. Boura s s a 's  S che dule  B-2, pa ge  4b te s timony, the

Compa ny us e d a n in-s e rvice  da te  of 2005 a nd a  ha lf ye a r conve ntion in  computing

deprecia tion expense  for the  firs t yea r, which trans la te s  into an accumula ted deprecia tion

tota l for the  te s t ye a r e qua l to the  ha lf ye a r of de pre cia tion e xpe ns e . S ince  S ta ff is

re comme nding  2004  a s  the  in -s e rvice  da te  o f a ll wa te r u tility p la n t a s s e ts , S ta ffs

a ccumula te d de pre cia tion will cons is t of ha lf ye a r de pre cia tion, us ing the  ha lf ye a r

convention, for 2004, and a  full year of deprecia tion for 2005 .

20

2 1 Q- What is Staffs recommendation for the Accumulated Depreciationaccount"

22

23

S ta ff is  re comme nding a n incre a s e  of $68,927, re s ulting in a  re comme nde d a ccount

ba la nce  for a ccumula te d de pre cia tion of $127,392. S ta ffs  a d jus tme nt is  s hown on

24

A.

schedule  JMM-W5 .
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1 Ra te  Ba s e  Adjus tme nt No. 3 - Ad va n c e s in  Aid  o f Co n s tru c tio n ("AIAC") re c la s s ifie d  a s

C IAC .2

3 Q- What is  the  Company propos ing  fo r AIAC?

4 The Company is  proposing $294,745. See  Company Schedule  B-2 page  1.

5

6 Q- P le a s e  e xpla in the  re s ults  of S ta ff's  a na lys is  Of AIAC.

7

8

9

1 0

1 1

While  inqu iring  of the  na ture  o f the  a s s e ts  include d  by the  Compa ny in  AIAC a nd

re que s ting s upporting line  e xte ns ion a gre e me nts  a pprove d by the  Commis s ion for the

a dva nce s , the  Compa ny's  re s pons e  to  S ta ffs  s e cond da ta  re que s t s ta te d  tha t the

Compa ny's  propos e d AIAC a mount wa s  in e rror a nd s hould be  re cla s s ifie d a s  CIAC.

S ta ff accepts  the  Company's  proposa l to recla ss ify the  AIAC amount to CIAC.

12

1 3 Q- Wh a t is  S ta ff's  re c o mme n d a tio n  fo r AIAC a n d  CIAC?

14

15

16

Sta ff is  re comme nding de cre a s ing AIAC by $294,745 a nd incre a s ing CIAC by $294,745.

Additiona lly, S ta ff is  re comme nding a mortiza tion of CIAC in 2005 of $l1,l29, for a  ne t

CIAC of $283,616. S ta ffs  a djus tme nts  a re  shown on sche dule  JMM-W6.

1 7

1 8

1 9

2 0

Rate Base Adjustment No. 4 . . Working Capital

What is the Company proposing for the Allowance of Cash Working Capital?Q.

2 1

22

The  Compa ny is  propos ing a  $12,259 a llowa nce  for ca s h working ca pita l ba s e d on a

simple  income sta tement approach which takes 1/8 of the  amount presented on the  income

s ta te me nt for ope ra tions  a nd ma inte na nce  e xpe nse  a nd 1/24 of the  a mount for pumping

powe r. This  me thodology is  known a s  the  formula  me thod. S e e  Compa ny S che dule  B-523

24

A.

A.

A.

A.

page  1.



Dire ct Te s timony of J e ffre y M. Michlik
Docke t No. WS-04235A-06-0303
Page 11

1 Q. Wha t re comme nda tion is  S ta ff ma king?

2

3

4

Sta ff is  recommending tha t the  $12,259 a llowance  for cash worldng capita l be  disa llowed,

a s  a  utility of this  s ize  should have  pre sented a  le ad-lag s tudy to e s tablish an e s tima te  of

ca sh working capita l. As  a  re sult, S ta ff is  re commending a  ze ro ba lance  for ca sh working

5 ca pita l.

6

7 Q. Why is  S ta ff re comme nding dis a llowa nce o f this  a mount?

8 A

9

1 0

11

12

1 3

14

S ta ff typica lly only a llows  ca s h working ca pita l a llowa nce s  ca lcula te d by the  formula

me thod for sma ll cla s s  D a nd E utilitie s . The  formula  me thod a lwa ys  produce s  a  pos itive

ca s h working ca pita l ne e d. Utilitie s  cla s s ifie d a s  A, B, or C a re  much la rge r a nd S ta ff

be lie ve s  tha t the  fonhula  me thod doe s  not a ccura te ly re fle ct the  re la te d ca s h working

capita l needs . Typica lly S ta ff finds  tha t proper lead/lag s tudies  usua lly produce  a  nega tive

ca sh working ca pita l ne e d. S ta ff re comme nds  disa llowa nce  of a ny ca sh working ca pita l

a llowance. Staff" s  adj vestment is  shown on schedule  JMM-W7 .

1 5

1 6

1 7

1 8

Operating Income

Operating Income Summary

Q. Did Staff make any adjustments to operating revenue?

1 9 A. No , howe ve r,  S ta ff d id  a cce p t the  Compa ny's  p ro je c te d  cus tome r g rowth  o f 350

customers.20

21

22 Q. Why is Staff accepting these projected numbers?

23

24

25

26

A.

A. The  numbers  submitted by the  Company a re  known projects  currently under deve lopment

and assume  tha t the  homes  will be  built. The  Company has  provided these  numbers  in an

e ffort to minimize  the  impact on the  ra te s  and is  not intended to se t any precedent for this

or any othe r utility regula ted by the  Commiss ion.
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1 Q- Is this unusual?

2

3

Yes, however, noting the history of the  Company, which was operating without a  valid

CC&N, Staff feels that the rate payer should not have to pay for the Company's mistakes.

4

5 Q- What happens  if a ll the  homes  a re  not built?

6

7

The Company could be under earning, and as a result will have to reduce expenses or tile

another rate case. In this particular case, the Company is assuming the risk that the homes

8 may not be built.

9

1 0 What are the results of Staff's analysis of test year revenues, expenses, and operating

11 in c o m e ?

1 2

1 3

1 4

S ta ffs  a na lys is  re sulte d in a djus te d te s t ye a r ope ra ting re ve nue s  of $174,327, ope ra ting

expenses  of $170,819 and ope ra ting income  of $3,508 a s  shown on Schedule s  JMM-W8

a nd J MM-W9. S ta ff made six adjustments to opera ting expenses.

1 5

1 6

1 7

Operating Expense Adjustment No. 1 - Chemical Expense.

Q. Please explain Staff's Operating Expense Adjustment No. 1.

1 8 A. S ta ffs  a djus tme nt de cre a s e d che mica ls  e xpe ns e  by $530, from $530 to  $0. S ta ff

1 9 disallowed, as an unnecessary cost of water utility service, dye used in the community

20 la ke . S ta ffs  a djus tme nt is  shown on S che dule  JMM-W10.

2 1

22

23

Operating Expense Adjustment No. 2 .- Outside Service Expense.

Q. Please explain Staff's Operating Expense Adjustment No. 2.

24

25

A.

A.

A.

Q.

A. S ta ffs  a djus tme nt de cre a s e d outs ide  s e rvice s  e xpe ns e  by $8,202, from $20,630 to

$12,428. S ta ffs  adjus tment is  shown on Schedule  JMM-W1 l .
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1 Q- Why is  S ta ff ma king this  re comme nda tion?

2 Sta ff is  disa llowing the  following expense s :

3 1. S ta ff is  dis a llowing $2,622 in e xpe ns e  for the  Kins e y Hom tra ffic upda te  s tudy. This

4

5

6

7

8

e xpe ns e  is  not a s s ocia te d with the  da y to da y ope ra tions  a nd wa te r utility cos t of

service , and was confirmed in the  Colnpany's  response  to Staff s  second da ta  request.

2 . S ta ff is  dis a llowing $5,580 in le ga l e xpe ns e  cons ide re d by S ta ff to be  a  re gula tory

commis s ion e xpe ns e , cove re d within the  $50,000 re gula tory commis s ion e xpe ns e

cos ts  the  Company is  cla iming in this  applica tion.

9

1 0

1 1

Operating Expense AdjustmentNo.3 - Water Testing Expense.

Q, Please explain Staffs Operating Expense AdjustmentNo. 3.

1 2

1 3

1 4

A. S ta ff s adjus tment decreased wa te r te s ting expense  by $6,107, from $8,553 to $2,446, a s

shown on Schedule  JMM-W12. An explana tion of this  adjus tment can be  found on page  7

of the  Enginee ring Report of S ta ff witness  Mr. Jean W. Liu's  direct te s timony.

1 5

1 6

1 7

Operating Expense Adjustment No. 4 - Miscellaneous Operating Expense

Q. Please explain Staffs Operating Expense Adjustment No.4.

1 8

1 9

A. Staffs  adjustment decreased misce llaneous expense  by $20,500, from $30,722 to $10,222.

S ta ff' s  a djus tme nt is  shown on Sche dule  JMM-wl3.

20

2 1 Q- Why is  S ta ff making th is  recommenda tion?

22 Sta ff is  disa llowing the  following misce llaneous  expenses :

23

24

25

A.

A.

1 . Sta ff disa llowed a  $20,000 Commiss ion imposed pena lty on the  owne rs  for ope ra ting

utility wa te r a nd wa s te wa te r s e rvice s  without a  CC8cN. This  pe na lty s hould not be

endured by utility cus tomers , and is  not a  recumhg cost of se rvice .
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2. S ta ff dis a llowe d $500 in e xpe nse  for a  phys ica l de te rmina tion a va ila bility a pplica tion

re la ting to the  Compa ny's  CC&N e xte ns ion a pplica tion. The  a pplica tion wa s  s igne d

and da ted by the  owner on 4/18/2006, however, the  Company pos ted the  expense  on

12/28/2005. Ba se d on the  docume nta tion provide d by the  Compa ny the  e xpe nse  is

considered outs ide  the  test year and not a  recuning cost of service

7

8

Operating Expense Adjustment No.5 - Depreciation Expense

Q Please explainStaff's Operating Expense Adjustment No.5

Staff's adjustment decreases depreciation expense by $43,132, from $116,931 to $73,799

11 Q. Why does this amount differ from what the Company proposed depreciation

1 2 expense

S ta ff' s  re ca lcula tion of de pre cia tion e xpe ns e  is  ba s e d upon S ta ff s  re comme nde d

de pre cia tion ra te s , a nd S ta ffs  a djus tme nts  to ra te  ba se  a nd the  in-se rvice  da te  for pla nt

a sse ts . S ince  the  Company was  ope ra ting wa te r utility se rvice  prior to the  te s t yea r 2005

a nd a ll wa te r utility pla nt wa s  in se rvice  no la te r tha n 2004, S ta ff is  us ing 2004 a s  the  in

se rvice  da te  for a ll pla nt a sse ts . This  re sults  in ha lf ye a r de pre ca tion, us ing the  ha lf ye a r

conve ntion, in 2004, a nd full ye a r de pre cia tion in the  2005 te s t ye a r. This  is  s hown on

Schedule s  JMM-W14

21

22

Opera ting Expens e  Adjus tment No. 6 .- P roperty Tax Expens e

Q Pleas e  expla in  S ta ff's  Opera ting Expens e  Adjus tment No. 6

Staffs adjustment decreases property tax $2,933, from $13,026 to $10,093. Staff' S

ca lcula tion is  based upon S ta ff" s  adjus ted te s t yea r and recommended revenues . P lease

se e  S che dule  JMM-l5 for S ta ffs  ca lcula tion
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1 R E VE NUE  R E Q UIR E ME NT

2 Q What does the Company propose for an increase in operating revenue

The  Compa ny propos e s  incre a s ing ope ra ting re ve nue s  by $401,245 from $174,327 to

$575,572

6 Q Wh a t doe s  S ta ff re comme nd for an increas e  in opera ting revenues

Staff recommends a  $193,122 increase  in opera ting revenues, from $174,327 to $367,449

9 Q How did Staff determine its recommended operating revenue

Sta ff de te rmined a  9.60 pe rcent re turn on FVRB is  appropria te . There fore , a  ra te  of re turn

of 9.60 pe rce nt on S ta ffs  re comme nde d FVRB of $2,048,228 produce s  the  re quire d

ope ra ting income  of $196,630. S ta ff then de termined tha t the  revenue  requirement needs

to be  $367,449 in orde r to obta in the  recommended ra te  Of re turn. For furthe r informa tion

on how the  9.60 pe rce nt cos t of ca pita l wa s  ca lcula te d ple a se  se e  the  te s timony of S ta ff

witness  S teve  Inline

1 7 Q Is there anything unusual about the way Staff calculated the revenue requirement

Ye s , a s  me ntione d e a rlie r in my te s timony S ta ff a cce pte d the  Compa ny's  a djus tme nt to

te s t ye a r re ve nue s  by including e s tima te d usa ge  of 350 home s  tha t a re  curre ntly unde r

de ve lopme nt. The re fore , the  350 home s  a ccount for $173,376 of the  tota l $365,792 in

me te re d wa te r re ve nue , or 47.40 pe rce nt of tota l me te re d wa te r re ve nue . The  $173,376

wa s  ca lcula te d a s  follows : 350 cus tome rs  x 12 months  x $41.28 S ta ffs  Me dia n Us a ge

from S che dule  JMM-Wl7 = $173,376. The  re ma inde r is  ca lcula te d from the  Compa ny's

current customers
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1 Q- Why has Staff calculated the revenue requirement in this manner?

2

3.

Staff ca lcula ted the  revenue  requirement in this  manner based on the  facts  and issues  tha t

we re  re vie we d in  De ciS ion No. 67446, which d ire ctly a ffe cts  the  curre nt wa te r a nd

4 wastewater customers of the  Company.

5

6

7

8

9

1 0

11

1 2

1 3

As a  re sult of ope ra ting a  wa te r/wa s te wa te r sys te m without a  va lid CC&N, the  Compa ny

wa s  a s s e s s e d a  pe na lty for fa ilure  to  comply with  the  Rule s  a nd Re gula tions  of the

Arizona  Corpora tion Commis s ion. In the  De cis ion, it wa s  note d tha t "The  Compa ny's

actions , a s  de ta iled in the  record of this  proceeding, cons titute  one  of the  mos t egregious

e xa mple s  of una uthorize d pre e mptory ope ra tions  e ve r confronte d by the  Commis s ion.

The re fore , a s  a  condition of a pprova l of the  re que s te d CC8cN, Utility S ource  s ha ll pa y

$20,000, based on a  pena lty of $100 for each of its  approximate ly 200 customers  tha t were

conne cte d to the  Compa ny's  s ys te m prior to is s ua nce  of a  CC&N." S e e  De cis ion No.

1 4 67446 page 19.

1 5

1 6

1 7

1 8

1 9

20

2 1

22

In this  Decis ion it was  a lso noted tha t "it appea rs  tha t the  deve lope r induced cus tomers  to

purcha se  home s  with wa te r a nd wa s te wa te r ra te s  tha t will be  insufficie nt to support the

cons truction a nd long-te rm ope ra tions  of wa te r a nd wa s te wa te r s ys te ms  for pla nne d

deve lopment. Although we  do not a scribe  any ma licious  intent to deve lope r's  actions , the

ne t e ffect of those  actions  cannot he lp but lead to extremely unhappy cus tomers  who may

be  le ft to  pa y for the  utility s ys te ms  a t cos ts  tha t s ignifica ntly e xce e d the  ra te s  the y

expected to pay when they purchased the ir homes." See  Decis ion No. 67446 page  1 l.

23

24

25

26

A.

As  a  re s ult of the  a rtific ia lly low una pprove d ra te s , the  Compa ny in  the  Orde r wa s

re quire d to "Notify a ll e xis ting a nd future  cus tome rs  tha t: the  wa te r a nd wa s te wa te r ra te s

cu rre n tly in  e ffe c t we re  no t a pp rove d  by the  Commis s ion  be ca us e  the  Compa ny
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1

2

3

commenced ope ra tions  without the  Commiss ion's  authoriza tion, the  Company is  required

to file  a  ra te  a pplica tion by Ma y 1, 2006 tha t ma y re s ult in highe r ra te s ." S e e  De cis ion

No. 67446 pa ge  24..

4

5

6

7

As you can see  from the  exce rpts  in the  previous  case , the  Commiss ion was  critica l of the

Compa ny not ha ving a  va lid CC&N a nd ope ra ting with ra te s  tha t we re  not a pprove d by

the  Commis s ion. In a ddition, the  Commis s ion wa s  conce rne d a bout the  ra te  impa ct on

8 current and future customers .

9

1 0

1 1

1 2

13

1 4

15

1 6

In a n e ffort to le s s e n the  ra te  impa ct on cus tome rs , the  Compa ny in its  ra te  a pplica tion

p ropos e d  inc lud ing  350  home s  tha t a re  cu rre n tly be ing  bu ilt.  S ta ff a cce p te d  the

Company's  proposa l and has  included the se  350 cus tomers  in the  ra te  de s ign in orde r to

a me liora te  the  ra te  shock tha t curre nt a nd future  cus tome rs  will e xpe rie nce . Also, s ince

S ta ff accepted the  Company's  revenue  adjus tment to te s t yea r revenues , it is  only logica l

to include  these  350 cus tomers  in de riving the  revenue  requirement. Aga in this  is  a  unique

ca s e , a nd s hould  not be  us e d  a s  a  pre ce de nt for a ny o the r u tility re gula te d  by the

1 7 Commiss ion.

1 8

1 9 Q- What would happen if only the current customers were used to derive the revenue

20 requirement?

2 1 Staffs  recommendations  would be  inadequa te  and Sta ff would have  to recommend further

22 increases in the rates imposed on the current and future  customers .

A.

ll null Illllllll
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1 R ATE  DE S IG N

2 Q Have you prepared a schedule summarizing the present, Company proposed, and

Staff recommended rates and service charges

Ye s . A s umma ry of the  pre s e nt, Compa ny propos e d, a nd S ta ff recommended ra tes  and

service  charges  a re  provided on Schedule  JMM-W16

7 Q- Would you please summarize the present rate design

10

The  pre se nt monthly minimum cha rge s  by me te r s ize  a re  a s  follows : 3/4-inch $6.48, 1

inch $8.02, l %-inch $9.62, 2-inch $14.00, 4-inch $58.00, and 6-inch $89.80. The  pre sent

commodity ra te  is  $2.83 pe r thousand ga llons  from ze ro ga llon up to 5,000 ga llons , $3.32

for usage  be tween 5,001 and 15,000 gallons, and $4.71 for any usage  over 15,001 gallons

The s e  ra te s  a pp ly to  re s ide n tia l cus tome rs  on ly.  Multi-fa mily,  mob ile  home , a nd

commercia l cus tomers  a re  cha rged a  fla t ra te  pe r 1,000 ga llons  of $2.97, while  s tandpipe

and construction water customers are  charged a  fla t ra te  per 1,000 gallons of $6.00

16 Q. Would youpleasesummarize the Company's proposed rate design

20

The  Compa ny's  propose d monthly minimum cha rge s  by me te r s ize  a re  a s  follows : 3/4

inch $24.30; 1-inch $40.50, l %-inch $81.00, 2-inch $129.60, 3-inch $259.20, 4-inch

$405.00, 6-inch $810.00. The  present commodity ra te  is  $8.82 pe r thousand ga llons  from

zero ga llon up to 5,000 ga llons , $10.35 for usage  be tween 5,001 and 15,000 ga llons , and

$14.69 for any usage  over 15,001 ga llons . These  ra tes  apply to res identia l customers  only

Multi-fa mily, mobile  home , a nd comme rcia l cus tome rs  a re  cha rge d a  fla t ra te  pe r 1,000

ga llons  of $9.26, while  s tandpipe  and construction wate r cus tomers  a re  charged a  fla t ra te

pe r 1,000 ga llons  of$l0.35
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l Q. Would you please summarize Staff's recommended rate design?

2

3

4

5

6

S ta ffs  re comme nde d monthly minimum cha rge s  for both comme rcia l a nd re s ide ntia l

cus tomers  by me te r s ize  a re  a s  follows: 5/8-inch $18.50, 3/4-inch $18.50, l-inch $46.50, l

%-inch $92.50, 2-inch 8148.00, 3-inch $29600, 4-inch $462,50, 6-inch $925.00. Zero

ga llons  a re  include d in the  monthly minimum cha rge . S ta ff recommends  an inverted tie r

ra te  de s ign tha t cons is ts  of thre e  tie rs  for the  re s ide ntia l 5/8-inch a nd 3/4-inch me te r

7 cus tome rs  a nd two tie rs  for a ll othe rs  e xcluding irriga tion, s ta ndpipe /bulk wa te r, a nd

cons truction wa te r use rs . The  a dditiona l tie r for the  re s ide ntia l 5/8-inch a nd 3/4-inch8

9

10

11

12

13

14

15

mete rs  is  for the  firs t 4,000 ga llons . S ta ff's  ra te  des ign recognizes  the  growing importance

of ma na ging wa te r a s  a  finite  re source  a nd its  incre a s ing cos t. Efficie ncy in wa te r use  is

e ncoura ge d by producing a  highe r cus tome r bill with incre a se d consumption or use  of a

la rge r me te r. For irriga tion, S ta ff re comme nds  a  cha rge  pe r 1,000 ga llons  of $9.26, a nd

for s ta ndpipe /bulk wa te r, a nd cons truction wa te r use rs , S ta ff re comme nds  a  cha rge  pe r

1,000 ga llons  of us a ge  of $10.35. A compa ris on of the  curre nt ra te s , the  Compa ny's

proposed ra tes , and S ta ffs  recommended ra tes  a re  presented on Schedule  JMM-wl6.

16

17 Q- Wh y is  S ta ff n o t  re c o m m e n d in g  a  Ha t  ra te  fo r  m u lt i-fa m ily m o b ile  h o m e , a n d

18 Commercial Customers?

19 In the  prior Decis ion No. 67446, both the  Company and S ta ff proposed and recommended

20 metered tie red ra tes  for both res identia l and commercia l cus tomer and not a  fla t ra te . S ta ff

21

22

23

24

A.

A.

is  unce rta in why the  orde r conta ine d a  fla t ra te  a mount of $2.97 pe r 1,000 ga llons  for

multi-fa mily mobile  home , a nd comme rcia l use rs . S ta ff be lie ve s  tha t it is  more  e quita ble

to include  multi-family mobile  home  and commercia l cus tomers  in me te red re s identia l and

commercia l tie red ra tes and not as a  separa te  fla t ra te  ca tegory.
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1 Q-

2

What is the rate impact on a 3/4-inch meter residential customer using a median

consumption of 4,500 gallons?

3

4

5

6

The  me dia n us a ge  of re s ide ntia l 3/4-inch me te r cus tome rs  is  4,500 ga llons  pe r month.

The  3/4-inch me te r re s ide ntia l cus tome r would e xpe rie nce  a  $44.78 or 223.02 pe rce nt

incre a se  in the ir monthly bill from $19.22 to $63.99 unde r the  Compa ny's  propose d ra te s

and a  $22.07 or 114.83 pe rcent increase  in the ir monthly bill from $19.22 to $41.28 unde r

S ta ffs  re comme nde d ra te s . A typica l bill a na lys is  is  provide d on S che dule  J MM-wl7.

8

9 Q- What is the basis for Staffs recommendation for the respective commodity break-

1 0 over points "

11

12

13

The use of the recommended break-over points by Staff serves  two purposes . Firs t, it

supports the state-wide effort to improve water-use efficiency. Customers are rewarded

mone ta rily by res tricting the ir use  to these  leve ls  which re flects  e fficient wa te r use .

14 Second, a  des irable  characteris tic of Staffs  ra te  des ign is  tha t it e ffective ly serves  to

15

16

17

provide  a fforda ble  wa te r to cus tome rs  willing to limit cons umption to the ir ba s ic ne e ds .

P roviding a fforda ble  wa te r unlimite d a mounts  is  a ppropria te  be ca us e  wa te r is  the  only

commodity tha t is  necessa ry for sus ta ining life .

18

19 Q. What water system service lines, meter installation charges, andservice charges does

20 Staff recommend?

21

22

23

24

A comparison of the current charges for water system service lines, metered installation

charges, and service charges, the Company's proposed changes, and Staff s recommended

changes  a re  presented on Schedules  JMM-wl6. These charges are  within Staff" s

experience of what are reasonable and customary charges.

25

7

A.

A.

A.



Dire ct Te s timony of J e ffre y M. Michlik
Docke t No. WS-04235A-06-0303
Page 2 l

1 Q Does this conclude your direct testimony

Yes. it does



UTILITY SOURCE, LLC. - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31. 2005

Schedule JMM-W1

REVENUE REQUIREMENT

COMPANY
ORIGINAL

COMPANY STAFF
ORIGINAL

STAFF

DESCRIPTION VALUE

1 Adjusted Rate Base $ 3,079,513 $ 3,079,513 $ 2,048,228 2.048.228

2 Adjusted Operating Income (Loss) $ (77,896) $ (77,896) $ 3

3 Current Rate of Return (L2 / LI )

4 Required Rate of Return 10.50% 10.50%

5 Required Operating Income (L4 ' L1) 323.349 $ 323,349 53 196.630 196.830

6 Operating Income Deficiency (Ls - LE) 401.245 $ 401 .245 $ 193,122 193.122

7 Gross Revenue Conversion Factor 1.0000 1.0000 1 .0000 1.0000

8 Required Revenue Increase (LE * LE) 401.245 $ 401.245 $ 193,122 193.122

9 Adjusted Test Year Revenue 174.327 $ 174.327 $ 174.327 174.327

10 Proposed Annual Revenue (LB + LQ) 575.572 575.572 367.449 367.449

11 Required Increase in Revenue (%) 230.17% 230.17% 110.78% 110,78%

12 Rate of Return on Rate Base (%) 10.50°/ 10.509

References
Column (A):
Column (B):
Column (C):
Column (D):

Company Schedule B-1
Company Schedule B-1
Staff Schedules JMM-W2, JMM-W8
Staff Schedules JMM-W2, JMM-W8



UTILITY SOURCE, LLC. - Water Division
Docket No. WS-04235A-_6-0303
Test Year Ended December 31, 2005

Schedule JMM-W2

RATE BASE - ORIGINAL COST

(B)

\

(C)
STAFF

AS
ADJUSTED

LINE
n o .

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS REF

$ 33 $1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service $

3,420,464
58,465

3,361 ,999 $

(961,228) ADJ#1
68,927 ADJ # 2

(1 ,030,155) $

2,459,236
127,392

2,331 ,844

LESS.-

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ $ 294,745
11,129

283,616

ADJ#3 $ 294,745
11,129

283,616

7 Advances in Aid of Construction (AIAC) 294,745 (294,745) ADJ # 3

8 Customer Deposits

9 Deferred Income Tax Credits

ADD:

10 Unamortized Finance Charges

11 Deferred Tax Assets

12 Working Capital 12,259 (12,259) ADJ #4

13 Original Cost Rate Base $ 3,079,513 $ (1,031,285) $ 2,048,228

References:
Column (A), Company Schedule B-1
Column (B): Schedule JMM-W3
Column (C): Column (A) + Column (B)
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LINE
n o . DESCRIPTION

COMPANY

AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Water Division
Docket No. WS-04235A-06~0303
Test Year Ended December 31. 2005

Schedule JMM-W4

RATE BASE ADJUSTMENT no. 1 - PLANT ADJUSTMENTS

s $ 72.998
1 .335.23B

Structures & Improvements (Account 304)
Wells and Springs (Account 307)
Pumping Equipment (Account 311)
Distribution Reservoirs and Standpipes (330)
Totals $

109,250

2.233.883

161 .494

345.000
2,849,627 $

(36,252)
(898,645)

(2,783)
(23,548)

(961,228) $
321 .452

1,888,399

Staff's Calculation of Structures & improvements (Account 3041
Reclassify perimeter wall fencing cost from Distributions and Reservoirs (Account 330)
Disallowance of decorative fencing
Steve Holmes building Company
Steve Holmes building Company
Steve Holmes building Company

23.548

10

(34,178)
(13278)
(12,345)
(36,252)

11 $ (6,697)

12 $ (133,525)

13 $ (2,500)

14 (19,340)

15
16

Staff's Calculation of Wells and Strings (Account 3071
Corrected error entered for Bob Berman Drilling Co. inv # 14407060
from $561,850 to $555,153
Removed $133,525 in Bob Beeman Drilling cost double counted
and included in #311 Pumping Equipment
Removed $2,500 Steve Holmes perimeter fencing cost well #3
double counted and already included in Structures & Improvements (Account 304)
Removed $19,339.68 sales tax from well #3 already included in Bob Berman
entries in accounts #307 8. #311
Dissallowed $736,583.00 Deep well 4 costs not used & useful
and outside of test year

$
s

(736,583)
(898,645)

17
Staff's Calculation of Pumoino Eouioment (Account 3111
Corrected error entered for Bob Berman Drilling Co. inv # 19402860

from $141,756 to $138.973

(2,783)

18
Staff's Calculation of Distribution Reservoirs and Standpipes (Aocount as
Reclassify perimeter wall fencing cost to Structures & Improvements (Account 304) (23,548)

References
Column A;
Column B:
Column C:

Company Schedule B-1, Page 1
Testimony, JMM, Schedule JMM-W3
Column [A] 4- Column [B]
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LINE
n o . DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC... Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-W6

RATE BASE ADJUSTMENT no. 3 ... RECLASSlFlCATlON OF AIAC TO CIAC

IA] [B] [CI

1 Advances in Aid of Construction (AIAC) $ 294,745 $ 294,745 $

2 Contributions in Aid of Construction (CIAC) $ $ 283,616 $ 283,615

3
4
5

$
Staff's amortization of CIAC
Amortization of CIAO:
Composite amortization rate (see JMM-WW5):
Amortized CIAC: $

294,745
3.7759%

11 ,129

6 Net CIAO: $ 283,616

References:
Column A: Company Schedule B-1, Page 1
Column B: Testimony, JMM, Schedule JMM-W3
Column C; Column [A] + Column [B]



LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-W7

RATE BASE ADJUSTMENT no. 4 - REMOVAL OF ALLOWANCE FOR CASH WORKING CAPITAL

[A] U31 tc1

1 Allowance for Cash Working Capital $ 12,259 $ (12,259) $

References:
Column A:
Column B:
Column C:

Company Schedule B-1, Page 1
Testimony, JMM, Schedule JMM-W3
Column [A] + Column [B]



Utility Source, LLC. - Water Division
Docket NO. WS~04235A-06-0303
Test Year Ended December 31, 2005

S che dule  J MM-W 8

OPERATING INCOME STATEMENT . ADJUSTED TEST YEAR AND STAFF RECOMMENDED

[B] [D] [E ]

LINE
NO DESCRIPTION

[A]
COMPANY
ADJUSTED
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
PROPOSED
CHANGES

STAFF
RECOMMENDED

$ 172,670 5 $ 172,670 s 193,122 $ 365,792

1

2
3
4
5

REVENUES:

Metered Water Sales
Water Sales - Unmetered
Other Operating Revenue
Total Operating Revenues $

1,657
174,327 $ $

1,657
174,327 $ 193,122 $

1.657
367,449

$ $ $ $ $

36,292 35,292
(530) Adi:¢1

OPERATING EXPENSES;
Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents

36,292
530

8,747
4.292

20,630
8,553

(8,202)
(6,107)

Adjnz
Adj#3

a,747
4,292

12,428
2,446

8,747
4,292

12,428
2,446

12,500
30,722

116,931
(20,500)
(43,132)

Adju 4
Adj#5

12,500
10,222
73,799

12,500
10,222
73,799

Transportation Expenses
Insurance General Liability
Insurance - Health and Life
Regulatory Commsiion Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
income Tax

13,026 (2,933) A111445 10,093 10,093

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
2 1
22
23
26
27
28

Total Operating Expenses
Operating Income (Loss)

$
$

252,223
(77,896)

$
$

(BI ,4D4)
51,404

s
s

170,819
3,508

s
s 193,122

$
s

170,819
196,530

References:
Column (A): Company Schedule C-1
Column (B): Schedule JMM-W9
Column (C): Column (A) + Column (B)
Column (D): Schedules JMM-1
Column (E): Column (C) + Column (D)





LINE
n o . DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC... Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-W10

OPERATING INCOME ADJUSTMENT # 1 - CHEMICALS EXPENSE

Chemicals (530) $

References
Column A:
Column B:
Column C:

Company Schedule C-1
Testimony, JMM, Schedule JMM-W9
Column [A] + Column [B]



LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Water Division
Docket No. WS~04235A-05-0303
Test Year Ended December 31, 2005

Schedule JMM~W1 1

OPERATING INCOME ADJUSTMENT # 2 - OUTSIDE SERVICES EXPENSE

[A] IB] [cl

1 Outside Services $ 20,530 $ (8,202) 33 12,428

3 $ (2,622)

4 (5,580)

5

Staff's calculation of Outside Services
Amount disallowed as non cost of service, Kimley
Horn traffic study
Disallowed legal expense which is reasonalby
accounted for in Company's estimated rate
case expense
Total $ (8,202)

References:
Column A:
Column B:
Column C:

Company Schedule C~1
Testimony, JMM, Schedule JMM-W9
Column [A] + Column [B]



LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JmM-w12

OPERATING INCOME ADJUSTMENT# 3 - WATER TESTING EXPENSE

1 Water Testing Expense 8,553 $ (6,107) $

References
Column A: Company Schedule C-1
Column B: Testimony, JMM, Schedule JMM-W9
Column C: Column [A] + Column [B]



LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Water Division
Docket No. WS~04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-W13

OPERATING INCOME ADJUSTMENT # 4 .. MISCELLANEOUS EXPENSE

1 Miscellaneous expense 30,722 $ (20,500) $ 10.222

(20,000)
Staff's Calculation of Miscellaneous Expense
Disallowed penalty imposed on Company by Commission for operating without
a CC&N, a non cost of service expense not imposed on customers
Disallowed PAD application fee for CC&N extension dated 4/2006, outside test yr
Total

(500)
(20,500)

References
Column A:
Column B:
Column C:

Company Schedule C-1
Testimony, JMM, Schedule JMM-W9
Column [A] + Column [B]
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LINE
no. Prove Tax Calculation

COMPANY
AS FILED

STAFF
ADJUSTMENT

STAFF
AS ADJUSTED

Utility Source, LLC. - Water Division
Docket No. WS-04235A-_6-0303
Test Year Ended December 31 , 2005

Schedule JMM-W15

OPERATING INCOME ADJUSTMENT #6 .. PROPERTY TAXES

[A] [Bl (C)

1 Property Taxes $ 13,026 $ (2,933) $ 10,093

$ 174,327
2

348,654
867,449
716,103

3
238,701

2
477,402

2
3
4
5
6
7
8
g

10
11
12
13
14
15
16

Staff's Calculation of Propertv Taxes to Reflect Recommended Revenues:
Staff Adjusted Test Year Revenues - 2002
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue, Per Schedule JMM-1
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 ' Line 8)
Plus: 10% of CWIP
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate (Per Company Schedule C~2, Page 3, Line 15)

477,402
23.50%

112, 189
89953%

17
18

Staff Proposed Property Tax Expense (Line 14
Company Proposed Property Tax

* Line 15) $ 10,093
13,025

19 Increase/(Decrease) to Property Tax Expense $ (2,933)

References:
Column A:
Column B:
Column C:

Company Schedule C-1
Testimony, JMM, Schedule JMM-W9
Column [A] + Column [B]



UTILITY SOURCE, LLC, - Water Division
Docket NO_ WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-W16

RATE DESIGN

Monthly Usage Charge

Present
Rates

Company
Proposed Rates Recommended Rates

5/8x3/4" Meter
3/4" Meter

1" Meter
11/2" Meier

2" Meter
3" Meter
4" Meter
B" Meter

148.00
296.00
462.50
925.00

Commodity Rates

5/8X3/4" Meter (Residential)
Gallons included in Minimum

Excess of Minimum - per 1,o00 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15,000 Gallons
in excess of 15,000 Gallons
From Zero to 5,000 Gallons
From 5.001 to 15,000 Gallons
Over 15.000 Gallons
From Zero to 4,000 Gallons
From 4,001 lo 9,000 Gallons
Over 9,000 Gallons

5/8x3/4" Meter (Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 8,001 to 15,000 Gallons
In excess of 15,000 Gallons
From Zero to 5,000 Gallons
From 5.001 to 15,000 Gallons
Over 15.000 Gallons
From Zero to 4,000 Gallons
From 4.001 to 9,000 Gallons
Over 9,000 Gallons

3/4" Meter (Residential)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15,000 Gallons
in excess of 15.000 Gallons
From Zero to 5,000 Gallons
From 5.001 to 15,000 Gallons
Over 15,000 Gallons
From Zero to 4,000 Gallons
From 4.001 to 9,000 Gallons
Over 9.000 Gallons

3/4" Meter (Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6,001 to 15,000 Gallons
in excess of 15,000 Gallons
From Zero to 5,000 Gallons
From 5.001 to 15,000 Gallons
Over 15.000 Gallons
From Zero to 4,000 Gallons
From 4,001 to 9,000 Gallons
Over 9.000 Gallons

1" Meter and Larger (Residential)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
In excess of 15,000 Gallons



UTILITY SOURCE, LLC. - Water Division
Docket No. WS~04235A-05-0303
Test Year Ended December 31 , 2005

Schedule JMM~W16

From Zero to 5,000 Gallons
From 5.001 Io 15,000 Gallons
Over 15.000 Gallons
From Zero to 4,000 Gallons
From 4.001 to 9.000 Gallons
Over 9.000 Gallons

1" Meter and Larger (Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
in excess of 15,000 Gallons
From Zero to 5,000 Gallons
From 5.001 to 15,000 Gallons
Over 15,000 Gallons
From Zero to 9.000 Gallons
From 4,001 to 9.000 Gallons
Over 9.000 Gallons

Multi-Familv Mobile Home. and Commercial Customers
All consumption per 1,000 gallons

Irrigation Meters
Charge per 1,000 gallons for usage

Standpipe or Bulk Water
Standpipe or bulk water per 1,000 gallons

Construction Water
Construction Water per 1,000 gallons

$
575.00
660.00
900.00

1525.00

3.36000

Service Line and Meter Installation Charges
5/8" X 3/4" Meter
3/4" Meter
1" Meter
1% Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
e" Turbine Meter
6" Compound Meter

6.03500

520.00
575.00
560.00
900.00

1525,00
2320.00
2275000
3110.00
3360.00
4.475.00
8,035.00
8.05000

Per Rule

Service Charges
Establishment
Establishment of Services after hours
Reestablishment of Service
Reconnection Service
Reconnection (Deliquent and After Hours)
Charge for moving meter
After hours service charge
Minimum Deposit Requirement
Deposit lnterrest
Meter Test
Meter Re-Read
Charge for NSF Check
Late Payment charge for delinquent bill
Deferred Payment Finance Charge
Main Extension and additional facility agreements

1.50%
1.50%

Per Commission Rule Rule R14-2-403(D)
Per Commission Rule Rule R14-2-403(B)
Per Commission Rule Rule R14-2-406(B)



UTILITY SOURCE, LLC - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule Jim-ww

Typical Bill Analysis
General Service 3/4-lrmcb Meter

5

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 4,740 $ 1989 $ 66.11 39 46.21 232.29%

Median Usage 4,500 19.22 6399 $ 44.78 233.02%

Staff Recommended

Average Usage 4,740 $ 19.89 $ 43.00 $ 23,10 116.14%

Median Usage 4,500 19.22 41.28 $ 22.07 114.83%

Present & Proposed Rates (Without Taxes)
General Service 3/4-Inch Meter

Gallons
Consumption

%
Increase

Staff
Recommended

Rates
%

Increase
$

Present
Rates

6.48
9.31

12.14
14.97
17.80
20.63
23.95
27.27
30.59
33.91
37.23
40.55
43.87
47.19
50.51
53.83
58.54
63.25
67.96
72.67
77.38

100.93
124.48
148.03
171 .58
195.13
218.68
336.43
454.18

$

Company
Proposed

Rates
24.30
33.12
41 .94
50.76
59.58
68.40
78.75
89.10
99.45

109.80
120. 15
130.50
140.85
151 .20
161 .55
171 .90
186.59
201 .28
215.97
230.66
245.35
318.80
392.25
465.70
539.15
612.60
686.05

1,053.30
1.420.55

275.00% $
255.75%
245.47%
239.08%
234.72%
231 .56%
228.81%
226.73%
225.11%
223.80%
222.72%
22182%
221.06%
220.41%
219.84%
219.34%
218.74%
218.23%
217.79%
217.41 %
217.07%
215.86%
215.11 %
214.60%
214.23%
213.94%
213.72%
213.08%
212.77%

18.50
23.30
28.10
32.90
37.70
44.86
52.02
59.18
66.34
73.50
82.10
90.70
99.30

107.90
116.50
125.10
133.70
142.30
150.90
159.50

=168.10
211.10
254.10
297.10
340.10
383.10
426.10
641 .10
856.10

185.49%
150.27%
131 .47%
119.77%
111.80%
117.45%
117.20%
117.02%
116.87%
116.75%
120.52%
123.67%
126.35%
128.65%
130.65%
132.40%
128.39%
124.98%
122.04%
119.49%
117.24%
109.15%
104.13%
100.70%

98.22%
96.33%
94.85%
90.56%
88.49%

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
10,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100.000



BEFORE THE ARIZONA CORP ORATION COMMIS S ION

JEFF HATCH-MILLER
Chairman

WILLIAM A. MUNIDELL
Commissioner

MIKE GLEAS ON
Commissioner

KRISTIN K. MAYES
Commissioner

GARY PIERCE
Commissioner

) DOCKET NO. WS-04235A-06-0303IN THE MATTER OF THE APPLICATION OF
UTILITY SOURCE. L.L.C., AN ARIZONA
LIMITED LIABILITY COMPANY. FOR
A DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PROPERTY
AND FOR AN INCREASE IN ITS
WASTEWATER RATES AND CHARGES FOR
UTILITY SERVICES

)

TESTHVIONY

OF

JEFFREY M. MICHLIK

PUBLIC UTILITIES ANALYST IV

UTILITIES DWISION

ARIZONA CORPORATION COMMISSION

JANUARY 19. 2007



TABLE OF CO NTE NTS

Introduction

Ba ckground

Consumer Services

Summary of Filing, Recommenda tions , and Adjus tments

Rate Base

Rate Base Summary

Rate Base Adjus tment No. 1 - P lant in Service

Ra te Base Adjus tment No. 2 - Accumula ted Deprecia tion

Ra te Base Adjus tment No. 3 -- Recla s s ifica tion of AIAC to CIAC
Rate Base Adjus tment No. 4 - Cash Working Capita l

Opera ting Income

Operating Income Summary

Operating Expense Adjustment No. 1 .- Miscellaneous Operating Expense

Operating Expense Adjustment No. 2 - Waste Water Testing Expense

Operating Expense Adjustment No. 3 - Depreciation Expense

Operating Expense Adjusunent No. 4 - Property Tax Expense

Revenue  Requirement

Ra te  Des ign



SCHEDULES

Revenue Requirement.. . J MM-1

Rate Base .-- Original Cost.. . J MM-2

Summary of Original Cost Rate Base Adjustments .. . J MM-3

Origina l Cos t Rate Base Adj. No. 1 -- Plant Adjus tments  .. . JMM-4

Original Cost Rate Base Adj. No. 2 - Accumulated Depreciation .. .J mm-5

Origina l Cos t Ra te Base Adj. No. 3 -- Recla s s ifica tion of AIAC to CIAC .. _Jmm-6

Origina l Cos t Ra te Base Adj. No. 4 - Remova l of Allowance for Cash Working Capita l .. . JMM-7

Operating Income Statement - Adjusted Test Year and Staff Recommended .. . J MM-8

Summary of Operating Income Statement Adjustments - Test Year .. .J m m -9

Opera ting Income Adj. No. 1 -- Miscellaneous  Expense .. .J mm-10

Opera ting Income Adj. No. 2 - Was te Water Tes ting Expense.. . IMM-1 1

Opera ting Income Adj. No. 3 -. Deprecia tion Expense.. _Jmm_12

Operating Income Adj. No. 4 - Property Tax.. .J MM-13

Rate Design... .J MM-14

Typica l Bill Ana lys is  .. .J mm-15



EXECUTIVE SUMMARY
UTILITY SOURCE, LLC

SEWER DIVISION
DOCKET NO. W-04235A-06-0303

Utility S ource , LLC - S e we r Divis ion ("Compa ny") is  a n Arizona  limite d lia bility
company. The  s ewer utility is  loca ted in Coconino County. The  Company's  s ewer sys tem is
loca ted jus t north of highway 40 in Bellemont, Arizona . The  Company served approximate ly
337 cus tomers  during the tes t year ended December 31, 2005. The Company's  current ra tes
were approved in Decision No. 67446, dated January 4, 2005.

Rate  Applica tion:

The Company proposes  ra tes  tha t would increase  opera ting revenue by $187,220 to
produce operating revenue of $301,125 resulting in operating income of $147,205, or a 164.37
percent increase over tes t year revenue of $113,905. The Company also proposes  a fair value
rate base ("FVRB") of $1,401,953 which is  its  original cost rate base, and a 10.50 percent rate of
return on the FVRB .

Staff recommends rates  that would increase operating revenue by $111,003 to produce
opera ting revenue of $224,908 resulting in opera ting income of $94,999, or a  97.45 percent
increase over adjusted tes t year revenue of $113,905. Staff recommends a FVRB of $989,576,
and a 9.60 percent rate of return on the FVRB .

Rate Design:

Due to the  facts  re la ted in Decis ion No. 67446, in which the  Company did not have  a
valid Certificate  of Convenience and Necess ity (CC&N) and was  charging rates  that were not
approved by the Commiss ion, Staff, in an effort to alleviate the rate burden on cus tomers , has
accepted the  Company's  propos a l and will include  es timated us age  of 350 homes  tha t a re
currently being built, in the rate des ign.

The Company proposes rates  per 1,000 gallons of water usage by customer category as
follows: res idential $7.28, car washes , Laundromats , commercial, manufacturing $7.12, hotels
and mote ls  $9.55, res taurants  $11.79, indus tria l laundries  $10.45, was te  haule rs  3213.36,
restaurant grease $l86.69, treatment plant sludge 321336, and mud sump waste $666.75.

S ta ff recommends  ra tes  per 1,000 ga llons  of wate r us age  by cus tomer ca tegory as
follows: res idential $5.58, car washes , Laundromats , commercial, manufacturing $5.45, hotels
and mote ls  $7.31, re s taurants , $9.03, indus tria l laundrie s  $8.01, was te  haule rs  $163.44,
restaurant grease $143.01 , treatment plant sludge $l63.44, and mud sump waste $510.75.



Dire ct Te s timony of J e ffre y M. Michlik
Docke t No. WS-04235A-06-0303
Page 1

l INTRODUCTION

2 Q Please state your name, occupation, and business address

My na me  is  J e ffre y M. Mich lik.  I a m a  P ub lic  Utilitie s  Ana lys t W e mploye d  by the

Arizona  Corpora tion  COmmis s ion  ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion

("Sta fF'). My business  address  is  1200 West Washington S tree t, Phoenix, Arizona  85007

7 Q- Brie fly de s cribe  your re s pons ibilitie s  a s  a  P ublic Utilitie s  Ana lys t IV

In  my ca pa city a s  a  P ublic  Utilitie s  Ana lys t IV, I a na lyze  a nd  e xa mine  a ccounting

financia l, s ta tis tica l and othe r informa tion and prepa re  reports  based on my ana lyses  tha t

pre se nt S ta ffs  re comme nda tions  to the  Commiss ion on utility re ve nue  re quire me nts , ra te

design and other matte rs . I a lso provide  expert tes timony on these  same issues

1 3 Q Please describe your educational background and professional experience

In  2000, I gra dua te d from Ida ho S ta te  Unive rs ity, re ce iving a  Ba che lor of Bus ine s s

I  a mAdmin is tra tion  De gre e  in  Accoun ting  a nd  Fina nce , a nd a  Ce rtifie d  P ub lic

Accounta nt with the  Arizona  S ta te  Boa rd of Accounta ncy. I ha ve  a tte nde d the  Na tiona l

As s oc ia tion  o f Re gu la to ry Utility Commis s ione rs ' ("NARUC") Utility Ra te  S choo l

which presents general regula tory and business issues

I jo in e d  th e  Co mmis s io n  a s  a  P u b lic  Utilitie s  An a lys t in  Ma y o f 2 0 0 6 . P rio r to

e mployme nt with  the  Commis s ion, I worke d four ye a rs  for the  Arizona  Office  of the

Auditor Ge ne ra l as a  Staff Auditor, and one  yea r in public accounting as  a  Senior Auditor

24 Q What is the scope of your testimony in this case

I a m pre s e nting S ta ff" s  a na lys is  a nd re comme nda tions  re ga rding Utility S ource , LLC's

("Company") applica tion for a  pe rmanent increase  in its  ra te s  and cha rges  for was tewa te r



Dire ct Te s timony of J e ffre y M. Michlik
Docke t No. WS-04235A-06-0303
Page 2

1

2

3

utility se rvice  within Coconino County, Arizona . I a m pre se nting te s timony a nd sche dule s

a ddre ss ing ra te  ba se , ope ra ting re ve nue s  a nd e xpe nse s , re ve nue  re quire me nt, a nd ra te

des ign. S ta ff witne s s  Mr. S te ve  Irvine  is  pre s e nting S ta ff s  Cos t of Ca pita l a nd re la te d

4 recommenda tions . Mr. J e a n Liu is  pre s e nting S ta ffs  e ngine e ring a na lys is  a nd re la te d

5 re com m e nda tions  .

6

7 Q- What is the basis of your testimony in this case?

8

9

1 0

11

I pe rfonne d a  re gula tory a udit of the  Compa ny's  a pplica tion a nd re cords . The  re gula tory

a udit cons is te d of e xa mining a nd te s ting fina ncia l informa tion, a ccounting re cords , a rid

othe r supporting documenta tion and ve rifying tha t the  accounting principle s  applied we re

in  a ccorda nce  with  the  Commis s ion  a dopte d  NARUC Uniform S ys te m of Accounts

1 2 ("US O A").

1 3

1 4 B AC KG R O UND

1 5 Q. Pleas e  review the  background of this  applica tion.

1 6

1 7

1 8

1 9

20

2 1

22

23

A.

A. Utility Source  is  a 11 Arizona  limite d lia bility compa ny. The  wa s te wa te r utility is  loca te d in

Coconino County. The  Company's  was tewa te r sys tem is  loca ted jus t north of highway 40

in Be llemont, Arizona . The  Company se rved approxima te ly 337 cus tomers  during the  te s t

yea r ended December 3 l, 2005. The  Company's  current ra te s  were  approved in Decis ion

No. 67446, da te d Ja nua ry 4, 2005. On Ma y l, 2006, the  Compa ny tile d a n a pplica tion a s

a  re sult of De cis ion No. 67446, re que s ting a  de te rmina tion of the  curre nt fa ir va lue  of its

utility prope rty a nd pe rma ne nt ra te  incre a se  for its  wa te r a nd se we r divis ions . On July 3,

2006, S ta ff filed a  le tte r decla ring the  applica tion sufficient.
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1 C C N S U ME R S E R VIC E S

2 Q-

3

4

Please provide a brief history of customer complaints received by the Commission

regarding the Company. Additionally, please discuss customer responses to the

Company's proposed rate increase.

5

6

7

S ta ff re vie we d the  Com m is s ion's  re cords  a nd found ze ro com pla ints , s ix inquirie s , a nd

thirte e n opinions  during the  pa s t thre e  a nd a  ha lf ye a rs . A11 of the  thirte e n opinions  we re

opposed to the  proposed ra te  increase .

8

9

10

S UMMARY OF FILING, RECOMMENDATIONS , AND ADJ US TMENTS

Please summarize the Compa ny's  filing.Q.

11

12

13

14

15

The  Com pa ny p ropos e s  ra te s  tha t would incre a s e  ope ra ting  re ve nue s  by $l87,220, to

p roduce  ope ra ting  re ve nue  of $30l,l25, re s ulting  in ope ra ting  incom e  of $l47,205, or a

164.37 pe rce nt incre a s e  ove r te s t ye a r re ve nue  of $113,905. The  Compa ny a ls o propos e s

a  fa ir va lue  ra te  ba s e  ("FVRB") of $1,40l,953, which is  its  orig ina l cos t ra te  ba s e , a nd a

10.50 pe rcent ra te  of re turn on the  FVRB .

16

17 Q- Please summarize Staff's recommendations.

18

19

20

21

Staff recommends rates that would increase operating revenue by $111,003 to produce

opera ting revenue of $224,908, resulting in opera ting income of $94,999, or a  97.45

percent increase over adjusted test year revenue of $113,905. Staff recommends a FVRB

0f$989,576, and a 9.60 percent rate of return on the FVRB.

22

23 Q- Please summarize the rate base adjustments addressed in your testimony.

24

25

26

A.

A.

A.

A. My te s timony addre s s e s  the  following is s ue s :

P la nt in S e rvice .- These  adjus tments  decrease  ra te  base  by $375,095 .

Accumula te d De pre cia tion - This  adjus tment decreases  ra te  base  by $37,461 .
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1 Contributions  in  Aid of Cons truction ("CIAC") .- This  adjus tment increases  ra te  base  by

2

3

$8, 1 Of .

Working Ca pita l - This  a djus tme nt de cre a s e s  ra te  ba s e  by $7,921 .

4

5 Q- Please summarize the operating revenue and expense adjustments addressed in your

6

7

8

9

10

1 1

te s timony.

My te s timony a ddre s s e s  the  following is s ue s :

Mis ce lla ne ous  Expe ns e - This  a djus tme nt de cre a s e s  e xpe ns e s  by $500.

Wa s te  Wa te r Te s ting Expe ns e - This  a djus tme nt incre a s e s  e xpe ns e s  by $4,430.

De pre cia tion Expe ns e - This  a djus tme nt de cre a s e s  e xpe ns e s  by $26,856.

P rope rty Ta x Expe ns e -- This  adjus tment decrea s e s  expens es  by $1,086.

1 2

1 3 R ATE  B AS E

14

15

Rate Base Summary

Please review the Company's proposed rate base.Q.

1 6 The  Company is  proposing a  FVRB of $1,401,953 as  shown on Schedule  JMM-WW2.

1 7

1 8 Q. Is Staff recommending any changes to the Company's proposed rate base?

1 9

20

Ye s . S ta ff re comme nds  a  FVRB of $989,576 a s  s hown on S che dule  J MM- 2, a

reduction of $412,377 from the  Company's  proposed FVRB.

21

22 Q- How many rate base adjustments is Staff recommending?

23

24

A.

A.

A.

A. S ta ff recommends  four adjus tments  to ra te  base  a s  shown on Schedules  JMM-WW2 and

JMM-WW3. Each adjus tment described be low is  made  to the  FVRB.
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1

2

Ra te  Ba s e  Adjus tme nt No. 1 - P la nt in S e rvice .

\Vh a t is  the  Compa ny propos ing for the  a ccount 355, P owe r Ge ne ra tion Equipme nt?Q-

3 The Company is proposing costs of $32,200. See Company Schedule B-2 page Cb.

4

5 Q-

6

Please explain the results of Staff's analysis of account 355, Power Generation

Equipment.

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

Sta ff e xa mine d invoice s  a nd a  line  ite m de ta il sche dule  by pla nt a ccount provide d by the

Compa ny, a s  re que s te d by S ta ff S ta ffs  a na lys is  of the  docume nta tion a nd e xpla na tions

provide d  by the  Compa ny through S ta ffs  da ta  re que s ts  conclude d  tha t $29 ,321 of

e me rge ncy ge ne ra tor cos t contribute d to S a nte e  Corpora tion wa s  double  counte d a nd

include d in a ccount 380, tre a tme nt a nd dis pos a l e quipme nt, tre a tme nt pla nt #2. The

contra ct for wa s te wa te r tre a tme nt pla nt #2 wa s  s igne d with S a nte e  Corpora tion, a nd

include d a dde ndums  for a n e nha nce d e me rge ncy ge ne ra tor, ma na ge me nt fe e s  a nd s ite

work. S ta ff removed the  emergency genera tor cos t from account 355 and kept the  cos t a s

pa rt of the  to ta l contra ct a mount contribute d to  S a nte e  Corpora tion for wa s te wa te r

trea tment plant #2 in account 380.

1 7

1 8 Q- Wha t is  S ta ff's  re comme nda tion for a ccount 355, P owe r Ge ne ra tion Equipme nt?

1 9

20

2 1

Staff is recommending the disallowance of $29,321 already included in account 380,

treatment and disposal equipment, treatment plant #2. Staffs resulting recommended

account balance for power generation equipment is $2,879.

22

23 Q- What is the Company proposing for account 380, Treatment and Disposal

24 Equipment?

.25 A.

A.

A.

A.

The Company is proposing costs of $1,106,874 See Company Schedule B-2 page Cb.
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1 Q P le a s e  e xpla in the  re s ults  of S ta ff's  a na lys is  of a ccount 380, Tre a tme nt a nd Dis pos a l

Equ ipme n t

S ta ff e xa mine d invoice s  a nd a  line  ite m de ta il sche dule  by pla nt a ccount provide d by the

Compa ny, a s  re que s te d by S ta ff. S ta ffs  a na lys is  of the  docume nta tion a nd e xpla na tions

provided by the  Company through Sta ff" s  da ta  requests  concluded the  following

S ta ff d is a llowe d  $68 ,271  of cos ts  pos te d  to  tre a tme nt p la n t #1 , which  wa s

pe rforme d by Alta  Me s a  Cons truction. No invoice s  or e xpla na tion of the  cos ts

a s s e rte d by the  Compa ny for this  a mount we re  provide d. S ta ff wa s  una ble  to

de te rmine  wha t the  cos t wa s  fo r,  o r whe the r it pos s ib ly re p re s e n te d  work

pe rforme d by Adva nce d Environme nta l S ys te ms , Inc., the  ve ndor contra cte d to

build wa s te wa te r tre a tme nt pla nt #1, The  burde n of proof to subs ta ntia te  cos ts  is

on the  Compa ny, a nd utility cus tome rs  ca nnot be  a s ke d to e ndure  uns upporte d

costs  in de te rmining the ir ra te s

S ta ff disa llowe d $178,231 in cos ts  pos te d to Eva pora tive  La goons  re la te d to the

Fla gs ta ff Me a dows  Wa te r Fe a ture  P roje ct contra cte d by the  ve ndor Re d Rock

Contra ctors . The  cos ts  re pre se nt ma nma de  wa te r fa lls , s tre a ms , pond, a nd la ke

Efflue nt proce sse d by the  wa s te wa te r tre a tme nt pla nts  a re  use d to fe e d the  pond

a nd la ke . In S ta ffs  re vie w of docume nta tion provide d by the  Compa ny, the re  wa s

no indica tion tha t the  wa te r fe a ture s  de s cribe d we re  a  ne ce s s a ry a nd re quire d

compone nt of the  wa s te wa te r utility s ys te m. No docume nta tion  from ADEQ

a pproving the  wa te r fe a ture s  a s  a  ne ce ssa ry pa rt of the  se we r sys te m wa s  ma de

a va ila ble . Ba se d on a va ila ble  docume nta tion. S ta ff ha s  conclude d tha t the  wa te r

fe a ture s  a re  not a  ne ce s sa ry compone nt of the  utility sys te m, but contribute  to a

pa rk-like  s e tting for the  ge ne ra l de ve lopme nt which ha s  a lre a dy profite d  the

owners  through the  sa le  of homes  in the  Flags ta ff Meadows deve lopment prob e t
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l S ta ff be lie ve s  tha t utility cus tome rs  s hould not e ndure  the  cos t of the s e  fe a ture s  in

2

3

4

5

6 s ite  wo rk.

7

8

9

10

11

utility ra te s  .

S ta ff d is a llowe d $99,272 in  cos ts  contribute d to  tre a tm e nt p la nt #2.  The  contra c t

fo r  wa s te wa te r  t re a tm e n t  p la n t  # 2  wa s  s ig n e d  with  S a n te c  C o rp o ra t io n ,  a n d

include d a dde ndums  for a n e nha nce d e me rge ncy ge ne ra tor, ma na ge me nt fe e s  a nd

Du e  to  th e  a d d e n d u m s  to  th e  c o n t ra c t ,  a d d it io n a l c h a rg e s  a n d

a djus tme nts , S ta ff re que s te d a ll ca nce lle d che cks  pa id to S a nte c  Corpora tion. The

to ta l o f c a nc e lle d  c he c ks  wa s  us e d  to  re c o rd  the  a m oun t o f work pe rfo rm e d  by

S a nte c  Corpora tion for wa s te wa te r tre a tm e nt pla nt #2, The  a m ount dis a llowe d by

S ta ff is  the  diffe re nce  be twe e n the  Compa ny's  a s se rte d cos ts  for tre a tme nt pla nt #2

a nd the  tota l of ca nce lle d che cks  provide d.

12

13 Q- What is Staff's recommendation for account 380, Treatment and Disposal

14 Eq u ip m e n t?

15 S ta ff is  re comme nding a  de cre a s e  of $345,774, re s ulting in a  re comme nde d a ccount

16 balance  of $761,100.

17

18 Q- What is the result of the two adjustments made for Plant in Service?

19

20

The  ne t re sult of the  two a djus tme nts  is  to de cre a se  pla nt in s e rvice  by $375,095, from

$1,139,074 to $763,979. S ta ffs  adjus tments  a re  shown on schedule  JMM-WW4.

2 1

22

23

Rate Base Adjustment No. 2 - Accumulated Depreciation.

What is the Company proposing for Accumulated Depreciation?Q-

24 The  Compa ny is  propos ing $32,797 for a ccumula te d de pre cia tion. S e e  Com pa ny

Z5

A.

A.

A.

S che dule  B-2 pa ge  1.

3.
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1 Q- P le a s e  e xpla in the  re s ults  of S ta ff's  a na lys is  of Accumula te d De pre cia tion.

2

3

4

5

6

7

8

S ta ffs  a na lys is  of the  s che dule s , docume nta tion a nd e xpla na tions  provide d by the

Company through .S ta ff s  da ta  reques ts  concluded tha t the  Company used an in-se rvice

da te  for a ll plant asse ts  tha t corresponded to the  da te  the  Company obta ined its  Certifica te

of Conve nie nce  a nd Ne ce ss ity ("CC8LN"). Howe ve r, in the  ins ta nt ca se , the  owne rs  ha d

pla ce d in s e rvice  a ll s e we r utility pla nt prior to obta ining a  CC&N, a nd we re  providing

s e rvice  to  cus tome rs  prior to  the  in-s e rvice  da te  us e d  by the  Compa ny in  th is  ra te

applica tion, which is  the  grant da te  of the ir C C &N and the  ra te  applica tion test year, 2005.

9

1 0

1 1

In S ta ff" s  re vie w of the  line  ite m de ta il s che dule  by pla nt a ccount a nd invoice s  provide d

by the  Company, mate ria l amounts  included in the  schedule  did not have  transaction da tes

12 or invoice s  a s s ocia te d with the  cos ts . Howe ve r, it is  cle a r from the  docume nta tion

1 3

1 4

1 5

provided tha t a ll was tewa te r utility plant a sse ts  were  providing se rvice  by the  end of 2004.

The re fore , S ta ff is  re comme nding 2004 a s  the  in-s e rvice  da te  of a ll wa s te wa te r utility

plant assets, and not 2005 as the Company proposes.

1 6

1 7

1 8

1 9

20

2 1

22

23

A.

In re vie w of Compa ny witne s s  Mr. Boura s s a 's  S che dule  B-2, pa ge  Cb te s timony, the

Compa ny us e d a n in-s e wice  da te  of 2005 a nd a  ha lf ye a r conve ntion in  computing

deprecia tion expense  for the  firs t yea r, which trans la te s  into an accumula ted deprecia tion

tota l for the  te s t ye a r e qua l to the  ha lf ye a r of de pre cia tion e xpe nse . Since S ta ff is

re comme nding 2004 a s  the  in-se rvice  da te  of a ll wa s te wa te r utility pla nt a s se ts , S ta ff" s

a ccumula te d de pre cia tion will cons is t of ha lf ye a r de pre cia tion, us ing the  ha lf ye a r

convention, for 2004, and a  full year of deprecia tion for 2005 .
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1 Q- What is Staff's recommendation for the  Accumulated Deprecia tion account?

2

3

S ta ff is  re com m e nding  a n  inc re a s e  of $37,46l,  re s u lting  in  a  re com m e nde d a ccount

b a la nce  for a ccum ula te d  de p re c ia tion  of $70,258. S ta ffs  a d ju s tm e n t is  s h o wn  o n

4 Schedule  HVIM- 5.

5

6

7

8

Rate Base Adjustment No. 3 - Advances in Aid of Construction ("AIAC") reclassified as

CIAC.

Q. What is  the  Company proposing for AIAC?

9

1 0

The Company is proposing $197,973. See Company Schedule B-2 page 1.

1 1 'Pleas e explain the res ults  of Staffs  analys is  of AIAC.

1 2

1 3

1 4

W hile  inq u iring  o f the  na tu re  o f the  a s s e ts  inc lude d  b y the  C om p a ny in  AIAC  a nd

re que s ting  s upporting  line  e xte ns ion a gre e m e nts  a pprove d by the  Com m is s ion for the

a dva nc e s ,  the  C om p a ny's  re s p ons e  to  S ta ffs  s e c ond  da ta  re q ue s t s ta te d  tha t the

Com pa ny's  p ropos e d AIAC a m ount wa s  in  e rror a nd s hould be  re c la s s ifie d a s  CIAC.

S ta ff a cce pts  the  Compa ny's  propos a l to re cla s s ify the  AIAC a mount to CIAC.

1 5

1 6

1 7

1 8 Q- What is  Staff's  recommendation for AIAC and CIAC?

1 9

2 0

2 1

Staff is recommending decreasing AIAC by $197,973 and increasing CIAC by $197,973.

Additionally, Staff is  recommending amortiza tion of CIAC in 2005 of $8,l01, for a  ne t

CIAC balance of $l89,872. Staffs adjustment is shown on schedule JMM-WW6.

22

23

24

Rate  Base  Adjus tment No. 4 - Working Capital.

What is  the  Company proposing for the  Allowance of Cash Working Capita l?Q-

25

26

A.

A.

A.

Q.

A.

A. The Company is proposing a $7,921 allowance for cash working capital based on a simple

income s ta tement approach which takes  1/8 of the  amount presented on the  income
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s ta te me nt for ope ra tions  a nd ma inte na nce  e xpe nse  a nd 1/24 of the  a mount for pumping

powe r. This  me thodology is  known a s  the  formula  me thod. S e e  Compa ny S che dule  B-5

pa ge  1

5 Q What recommendation is Staff making

Sta ff is  re comme nding tha t the  $7,921 a llowa nce  for ca sh worldng ca pita l be  disa llowe d

a s  a  utility of this  s ize  should ha ve  pre se nte d a  le a d-la g s tudy to e s ta blish a n e s tima te  of

ca sh working capita l. As  a  re sult, S ta ff is  re commending a  ze ro ba lance  for ca sh working

ca pita l. S ta ffs  a djus tme nt is  shown on S che dule  JMM-WW7

11 Q- Why is  S ta ff recommending dis a llowa nce  of this a mount?

1 3

S ta ff typica lly only a llows  ca s h working ca pita l a llowa nce s  ca lcula te d by the  formula

me thod for sma ll cla s s  D a nd E utilitie s . The  formula  me thod a lwa ys  produce s  a  pos itive

ca s h worldng ca pita l ne e d. Utilitie s  cla s s ifie d a s  A, B, or C a re  much la rge r a nd S ta ff

be lie ve s  tha t the  formula  me thod doe s  not a ccura te ly re fle ct the  re la te d ca s h working

capita l needs . Typica lly S ta ff finds  tha t prope r lead/lag s tudies  usua lly produce  a  nega tive

ca sh working ca pita l ne e d. S ta ff re comme nds  dis a llowa nce  of a ny ca sh working ca pita l

a llowa nce

20 O P E R ATING  INC O ME

2 1

22

Operating Income Summary

What are the results of Staff's analysis of test year revenues, expenses, and operatingQ

IIICOIIIE

Sta ff' s  ana lys is  re sulted in adjus ted te s t yea r ope ra ting revenues  of $113,905, ope ra ting

expenses  of $129,909 and ope ra ting loss  of $16,004 as  shown on Schedules  JMM- 8

a nd J MM- 9. S ta ff made  three  adjustments  to opera ting income
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Q Did Staff make any adjustments to operating revenue

No, howe ve r,  S ta ff d id  a cce p t the  Compa ny's  p ro je c te d  cus tome r g rowth  o f 350

customers

5 Q. Why is  S ta ff a cce pting the s e  proje cte d numbe rs ?

The  numbers  submitted by the  Company a re  known projects  currently under deve lopment

and assume  tha t the  homes  will be  built. The  Company has  provided these  numbers  in an

e ffort to minimize  the  impact on the  ra te s  and is  not intended to se t any precedent for this

or any othe r utility regula ted by the  Commiss ion

11 Q Is  th is  unus ua l?

Ye s , howe ve r, noting the  his tory of the  Compa ny, which wa s  ope ra ting without a  va lid

CC&N, Sta ff fee ls  tha t the  ra te  payer should not have  to pay for the  Company's  mis takes

1 5 Q_ What happens  if a ll the  homes  a re no t bu ilt?

The  Company could be  under ea rning, and as  a  re sult will have  to reduce  expenses  or file

another ra te  case . In this  particula r case , the  Company is  assuming the  risk tha t the  homes

ma y not be  built

20

2 1

Operating Expense Adjustment No. 1 -- Miscellaneous Operating Expense

Q Please explain Staff's Operating Expense Adjustment No. 1

1

S ta ffs  a djus tme nt de cre a s e d mis ce lla ne ous  e xpe ns e  by $500, firm $5,465 to $4,965

Staff" s  adjustment is  shown on Schedule  JMM- 10
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1 Why is  S ta ff ma king this  re comme nda tion?

2

3

4

5

6

S ta ff is  dis a llowing $500 in e xpe nse  for a  phys ica l de te rmina tion a va ila bility a pplica tion

re la ting to the  Compa ny's  CC&N e xte ns ion a pplica tion. The  a pplica tion wa s  s igne d a nd

da te d  by the  owne r on  4 /18 /2006 , howe ve r, the  Compa ny pos te d  the  e xpe ns e  on

12/28/2005. Ba s e d on the  docume nta tion provide d by the  Compa ny the  e xpe ns e  is

considered outs ide  the  tes t year and not a  re runing cost of se rvice .

7

8

9

Operating Expense Adjustment No. 2 - Waste Water Testing Expense

Q. Please explain Staff's Operating Expense Adjustment No. 2.

10

11

A. Sta ff' s  adjustment increases  waste  wate r tes ting expense  by $4,430, firm $0 to $4,430, as

s hown on S che dule  J MM-WW11. An e xpla na tion of this  a djus tme nt ca n be  found in

12 S ta ff" s  Engine e ring Re port.

13

14

15

Operating Expense Adjustment No. 3 - Depreciation Expense

Q. Please explain Staff's Operating Expense Adjustment No. 3.

16 A. Staffs  adjustment decreases  deprecia tion expense  by $26,856, from $65,954 to $38,738.

17

18 Q- Why does  this  amount diffe r from the  Company propos ed deprec ia tion expens e?

19 ba s e d upon S ta ffs  re ccnnme nde d

20

S ta ffs  ca lcu la tio n  o f d e p re c ia tio n  e xp e n s e  is

de pre cia tion ra te s , a nd S ta ffs  a djus tme nts  to ra te  ba se  a nd the  in-se rvice  da te  for pla nt

2 1

22

23

24

asse ts . S ince  the  Company was  ope ra ting wa te r utility se rvice  prior to the  te s t yea r 2005,

a nd a ll wa te r utility pla nt wa s  in se rvice  no la te r tha n 2004, S ta ff is  us ing 2004 a s  the  in-

se rvice  da te  for a ll pla nt a s se ts . This  re sults  in ha lf ye a r de pre ca tion, us ing the  ha lf ye a r

conve ntion, in 2004, a nd full ye a r de pre cia tion in the  2005 te s t ye a r. This  is  s hown on

S che dule  JMM-WW12.25

A.

A.
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1

2

Ope ra ting Expe nse  Adjus tme nt No. 4 .... P rope rty Ta x Expe nse

Q . P le a s e  e xpla in S ta ff's  Ope ra ting Expe ns e  Adjus tme nt No. 4.

3 Staff" s

4

A. S ta ffs  a d jus tme nt de cre a s e s  p rope rty ta x $ l,086 , from $7 ,533  to  $6 ,447 .

ca lcula tion is  ba se d upon S ta ffs  a djus te d te s t ye a r a nd re comme nde d re ve nue s . P le a se

se e  S che dule  JMM-WW13 for S ta ffs  ca lcula tion.5

6

7 R E VE NUE  R E Q UIR E ME NT

8 What does  the Compa ny propos e  for a n incre a s e  in opera ting revenue?

9

1 0

The  Compa ny propos e s  incre a s ing ope ra ting re ve nue s  by $187,220 from $113,905 to

$301,125.

11

1 2 Q- What does Staff recommend for an increase in operating revenues?

1 3 Staff recommends a  $111,003 increase  in opera ting revenues, from $113,905 to $224,908.

1 4

1 5 Q- How did  S ta ff de te rmine  its  recommended opera ting revenue?

1 6

1 7

1 8

1 9

Sta ff de te rmined a  9.60 pe rcent re turn on FVRB is  appropria te . There fore , a  ra te  of re turn

of 9 .60  pe rce nt on  S ta ffs  re comme nde d FVRB of $989,576 produce s  the  re quire d

ope ra ting income  of $94,999. For iiirthe r informa tion on how the  9.60 pe rce nt cos t of

capita l was ca lcula ted please  see  the  tes timony of S ta ff witness  Steve  Irvine .

20

2 1 Q- Why did S ta ff choose  a  How ra te , ins te a d of Hat ra te  for its  cus tomers ?

22

23

24

25

26

A.

A.

A.

A. Ea ch ca se  is  unique  unto itse lf, a nd in this  pa rticula r ca se  it wa s  de cide d in De cis ion No.

67446 tha t How ra tes  would be  used. In addition, the  Company has  or plans  to have  more

than one  commercia l class  of use r (i.e ., ca r wash, hote l, and industria l laundries) ins tead of

a  s ingle  comme rcia l cla ss  such a s  a  ma nufa cturing pla nt. Ea ch of the  a bove  comme rcia l

classes discharges different volumes of waste  into the  sewer system.
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1 Q- Why did Staff use water usage instead of an estimate of volumetric discharge?

Again each case  is  unique , and it was  decided in Decis ion No. 67446 tha t the  ra te s  would

be based on water usage volume

5 Q Is there anything unusual about the way Staff calculated the revenue requirement?

Ye s , a s  me ntione d e a rlie r in my te s timony S ta ff a cce pte d the  Compa ny's  a djus tme nt to

te s t ye a r re ve nue s  by including e s tima te d usa ge  of 350 home s  tha t a re  curre ntly unde r

de ve lopme nt. The re fore , the  350 home s  a ccount for $105,420 of the  tota l $224,908 in

me te re d wa te r re ve nue , or 46.87 pe rce nt of tota l me te re d wa te r re ve nue . The  $105,420

wa s  ca lcula te d a s  follows : 350 cus tome rs  x 12 months  x $25.10 S ta ffs  Me dia n Us a ge

The  re ma inde r is  ca lcu la te d  from thefrom S che du le  J MM-WW15 = $105 ,420 .

Company's  current cus tomers

1 4 Q- Why has Staff calculated the revenue requirement in this manner

S ta ff ca lcula ted the  revenue  requirement in this  manner based on the  facts  and issues  tha t

we re  re vie we d in  De cis ion  No. 67446, which  d ire ctly a ffe cts  the  curre nt wa te r a nd

wastewater customers of the  Company

20

As a  re sult of ope ra ting a  wa te r/wa s te wa te r sys te m without a  va lid CC&N, the  Compa ny

wa s  a s s e s s e d a  pe na lty for fa ilure  to  comply with the  Rule s  a nd Re gula tions  of the

Arizona  Corpora tion Commis s ion. In the  De cis ion, it wa s  note d tha t "The  Compa ny's

actions , a s  de ta iled in the  record of this  proceeding, cons titute  one  of the  mos t egregious

e xa mple s  of una uthorize d pre e mptory ope ra tions  e ve r confronte d by the  Commis s ion

The re fore , a s  a  condition of a pprova l of the  re que s te d C C &N, Utility S ource  s ha ll pa y

$20,000, based on a  pena lty of $100 for each of its  approximate ly 200 customers  tha t were
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1 conne cte d to the  Compa ny's  s ys te m prior to is s ua nce  of a  CC&N." S e e  De cis ion No.

2 67446 page 19.

3

4

5

6

7

8

9

10

in this  Decis ion it was  a lso noted tha t "it appea rs  tha t the  deve lope r induced cus tomers  to

purcha se  home s  with wa te r a nd wa s te wa te r ra te s  tha t will be  insufficie nt to support the

cons truction a nd long-te rrn ope ra tions  of wa te r a nd wa s te wa te r s ys te ms  for pla nne d

deve lopment. Although we  do not a scribe  any ma licious  intent to deve lope r's  a ctions , the

ne t e ffect of those  actions  cannot he lp but lead to extremely unhappy cus tomers  who may

be  le ft to  pa y for the  utility s ys te ms  a t cos ts  tha t s ignifica ntly e xce e d the  ra te s  the y

expected to pay when they purchased the ir homes ." See  Decis ion No. 67446 page  ll.

11

12

13

14

15

16

17

As  a  re s ult of the  a rtific ia lly low una pprove d ra te s , the  Compa ny in  the  Orde r wa s

re quire d to "Notify a ll e xis ting a nd future  cus tome rs  tha t: the  wa te r a nd wa s te wa te r ra te s

cu rre n tly in  e ffe c t we re  no t a pp rove d  by the  Commis s ion  be ca us e  the  Compa ny

commenced ope ra tions  without the  Commiss ion's  authoriza tion, the  Company is  required

to file  a  ra te  a pplica tion by Ma y l, 2006 tha t ma y re s ult in highe r ra te s ." S e e  De cis ion

No. 67446 page  24.

18

19

20

21

As you can see  da in the  exce rpts  in the  previous  case , the  Commiss ion was  critica l of the

Compa ny not ha ving a  va lid C C &N a nd ope ra ting with ra te s  tha t we re  not a pprove d by

the  Commis s ion. In a ddition, the  Commis s ion wa s  conce rne d a bout the  ra te  impa ct on

22 current and future  customers.

23

24

25

26

In a n e ffort to le s s e n the  ra te  impa ct on cus tome rs , the  Compa ny in its  ra te  a pplica tion

p ropos e d  inc lud ing  350  home s  tha t a re  cu rre n tly be ing  bu ilt.  S ta ff a cce p te d  the

Company's  proposa l and has  included these  350 cus tomers  in the  ra te  des ign in orde r to
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1

2

3

4

ameliorate the rate shock that current and future customers will experience. Also, since

Staff accepted the Colnpany's revenue adjustment to test year revenues, it is only logical

to include these 350 customers in deriving the revenue requirement. Again this is a unique

case, and should not be used as a precedent for any other utility regulated by the

5 Commis s ion.

6

7 Q- What would happen if only the current customers were used to derive the revenue

8 re q u ire m e n t?

9 Staffs recommendations would be inadequate and Staff would have to recommend further

10 incre a s e s  in the  ra te s  impos e d on the  curre nt a nd future  cus tome rs .

11

12 RATE DESIGN

13 Q-

14

Have you prepared a schedule summarizing the present, Company proposed, and

Staff recommended rates and service charges?

15

16

Ye s . A s umma ry of the  pre s e nt, Compa ny propos e d, a nd S ta ff re comme nde d ra te s  a nd

s e rvice  cha rge s  a re  provide d on S che dule  J MM-WW14.

17

18 Q- Would you please summarize the present rate design?

19

20

2 1

22

The  pre s e nt ra te s  pe r 1,000 ga llons  of wa te r us a ge  by cus tome r ca te gory a re  a s  follows :

re s ide ntia l $2.73, ca r wa s he s , La undroma ts , comme rcia l, a nd ma nufa cturing $2.67, hote ls

a nd mote ls  $3 .58 , re s ta ura nts  $4 .42 , indus tria l la undrie s  $3 .92 , wa s te  ha ule rs  $80.00 ,

re s ta ura nt gre a s e  $70.00, tre a tme nt pla nt s ludge  $80.00, a nd mud s ump wa s te  $250.00.

23

24 Q- Would you please summarize the Company's proposed rate design?

25

41

26

A.

A.

A.

A. The  Compa ny's  propos e d ra te s  pe r 1,000 ga llons  of wa te r us a ge  by cus tome r ca te gory a re

a s  follows : re s ide ntia l $7.28, ca r wa s he s , La undroma ts , comme rcia l, ma nufa cturing $7.12,
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1

2

3

hote ls  a nd mote ls  $9.55, re s ta ura nts  $11.79, indus tria l la undrie s  $10.45, wa s te  ha ule rs

$213.36, res taurant grease  $186.69, trea tment plant s ludge  $213.36, and mud sump waste

3666.75.
u

4

5 Q- Would you please summarize Staff's recommended rate design"

6

7

8

9

1 0

1 1

Sta ffs  recommended ra te s  pe r 1,000 ga llons  of wa te r usage  by cus tomer ca tegory a re  a s

follows : re s ide ntia l $5.58, ca r wa she s , La undroma ts , comme rcia l, ma nufa cturing $5.45,

hote ls  a rid mote ls  $7.31, re s ta ura nts , $9.03, indus tria l la undrie s  $8.01, wa s te  ha ule rs

$l63.44, re s taurant grea se  $143.0l, trea tment plant s ludge  $l63.44, and mud sump was te

$510.75. A compa ris on of the  curre nt ra te s , the  Compa ny's  propos e d ra te s , a nd S ta ffs

recommended ra tes  a re  presented on Schedule  JMM-WWl4.

1 2

1 3 Q-

1 4

W hat is the rate impact on a residential wastewater customer with a median

consumption of 4,500 gallons?

1 5

1 6

1 7

1 8

1 9

A typ ica l b ill a na lys is  is  p rovide d  on  S che du le  J MM-WWl5. The  me dia n us a ge  of

re s ide ntia l 3/4-inch me te r cus tome rs  is  4,500 ga llons  pe r month. The  3/4-inch me te r

re s ide ntia l cus tome r would e xpe rie nce  a  $20.48 or 166.67 pe rce nt incre a s e  in  the ir

monthly bill from $12.29 to $32.76 unde r the  Company's  proposed ra te s  and a  $12.81 or

104 .30  pe rce n t incre a s e  in  the ir mon th ly b ill from $12 .29  to  $25 .10  unde r S ta ffs

recommended ra tes.20

2 1

22 Q- What service charges does Staff recommend?

23

24

25

A.

A.

A. A compa ris on of the  curre nt cha rge s , the  Compa ny's  propos e d cha rge s , a nd S ta ffs

re comme nde d cha rge s  a re  pre s e nte d on S che dule s  J MM- 14. These  cha rges  a re

within Sta ffs  experience  of what a re  reasonable  and customary charges .
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1 Q- Does this conclude your direct testimony"

2 Yes, it does.A.

s



»

UTILITY SOURCE, LLC. - Sewer Division
Docket No. WS-04235A~06-0303
Test Year Ended December 31, 2005

Schedule JMM-WW1

REVENUE REQUIREMENT

LINE
n o . DESCRIPTION \

(A)
COMPANY
ORIGINAL

COST

(C)
COMPANY

FAIR
VALUE

(D)
STAFF

ORIGINAL
COST

(E)
STAFF
FAIR
COST

1 Adjusted Rate Base $ 1,401,953 $ 1,401,953 $ 989,576 $ 989,576

2 Adjusted Operating Income (Loss) $ (40,015) 35 (40,015) $ (16,004) $ (16,004)

3 Current Rate of Return (L2 / LI ) -2.85% -2.85% _1.62% -1 .62%

4 Required Rate of Return 10.50% 10.50% 960% 9.60%

5 Required Operating Income (L4 * L1) $ 147,205 $ 147,205 $ 94,999 $ 94,999

6 Operating Income Deficiency (LE - L2) $ 187,220 $ 187,220 $ 111,003 $ 111,003

7 Gross Revenue Conversion Factor 1.0000 1 .0000 1 .0000 1.0000

8 Required Revenue Increase (L7 * LE) $ 187,220 $ 187,220 $ 111,003 $ 111,003

9 Adjusted Test Year Revenue $ 113,905 $ 113,905 $ 113,905 $ 113,905

10 Proposed Annual Revenue (LB + LE) $ 301,125 $ 301,125 $ 224,908 $ 224,908

11 Required Increase in Revenue (°/,) 164.37% 164.7% 97.45% 97.45%

12 Rate of Return on Rate Base (°/,,) 10.50% 10.50% 9.60% 9.60%

References:
Column (A):
Column (B):
Column (C):
Column (D):

Company Schedule B-1
Company Schedule B-1
Staff Schedules JMM-WW2, JMM-WW8
Staff Schedules JMM-WW2, JMM-WW8



UTILITY SOURCE, LLC. - Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-WW2

RATE BASE - ORIGINAL COST

(B)

LINE
no.

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS REF

(C)
STAFF

AS
ADJUSTED

$ $ $1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service $

1 ,624,802
32,797

1,592,005 $

(375,095) ADJ# 1
37,461 ADJ # 2

(412,556) $

1 ,249,707
70,258

1 ,179,449

LESS."

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ $ 197,973
8,101

189,872

ADJ#3 $ 197,973
8,101

189,872

7 Advances in Aid of Construction (AIAC) 197,973 (197,973) ADJ#3

8 Customer Deposits

9 Deferred Income Tax Credits

ADD.-

10 Unamortized Finance Charges

11 Deferred Tax Assets

12 Working Capital 7,921 (7,921) ADJ#4

13 Original Cost Rate Base $ 1,401,953 $ (412,377) $ 989,576

References:
Column (A), Company Schedule B-1
Column (B): Schedule JMM-WW3
Column (C): Column (A) + Column (B)
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LINE
N DESY? ~lpTI ". N

COMPANY
AS FILE I

STAFF
o JU34 I v ENTS

STAFF
o Q ADJUSTED

Utility Source, LLC. - Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31. 2005

Schedule JMM-WW4

RATE BASE ADJUSTMENT no. 1 ..PLANT ADJUSTMENTS

$ $Power Generation Equipment (Account 355)
Treatment and Disposal Equipment (Account 380)
Totals $

32,200
1 .106.874
1,139,074 $

(29,321) $
(345,774)
(375,095) $

761.100
763.979

Staff's Calculation of Power Generation EQuiDment (Account 355)
Removed $29,321 double counted in Treatment and Disposal Equipment (Account 380) $ (29,321 )

Staff's Calculation of Treatment and Disposal Equipment (Account 3803
Unsubstantiated costs of $68,271 relating to Alta Mesa Construction
Removal of manmade water falls, streams, ponds and lakes
Unsubstantiated costs of $99,272 relating to Treatment Plant No. 2
Total $

(68,271 )
(178,231 )
(99,272)

(345,774)

References
Column A: Company
Column B: Testimony, JMM, Schedule JMM-WW3
Column C: Column [A] + Column [B]
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LINE
n o . DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC... Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-WW6

RATE BASE ADJUSTMENT no. 3 - RECLASSIFICATION OF AIAC TO CIAC

[A] [B] [C]

1 Advances in Aid of Construction (AIAC) $ 197,973 $ (197,973) $

2 Contributions in Aid of Construction (GIAC) $ $ 189,872 $ 189,872

3
4
5

Staffs amortization of CIAC
Amortization of CIAC:
Composite amortization rate (see JMM-WW5):
Amortized CIAC:

35

$

197,973
4.0Q18%

8,101

6 Net CIACz $ 189,872

References:
Column A: Company Schedule B-1, Page 1
Column B: Testimony, JMM, Schedule JMM-WW3
Column C: Column [A] + Column [B]



LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Sewer Division
Docket No. WS-04235A~06-0303
Test Year Ended December 31, 2005

Schedule JMM-WW7

RATE BASE ADJUSTMENT no. 4 - REMOVAL OF ALLOWANCE FOR CASH WORKING CAPITAL

[A] [B] [C]

1 Allowance for Cash Working Capital $ 7,921 $ (7,921) $

References:
Column A:
Column B:
Column C:

Company Schedule B-1, Page 1
Testimony, JMM, Schedule JMM-WW3
Column [A] + Column [B]



*

Utility Source, LLC. - Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-WW8

OPERATING INCOME STATEMENT .. ADJUSTED TEST YEAR AND STAFF RECOMMENDED

[B] [D] [E]

LINE
NO. DESCRIPTION

[A]
COMPANY
ADJUSTED
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJ U STM ENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
PROPOSED
CHANGES

STAFF
RECOMMENDED

\

s

$ 112,248 5 $ 112,248 $ 111,003 $ 223,251
1
2
3
4
5

REVENUES:
Metered Water Sales
Water Sales - Unmetered
Other Operating Revenue
Total Operating Revenues $

1,657
113,905 s $

1 ,657
113,905 $ 111,003 $

1 ,657
224,908

$ $ s $ $
OPERATING EXPENSES:

Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals

17,423 17,423 17,423

3,945
4.793
1,195

20,472
15,000

3.945
4,793
1,195

20,472
15,000

3.945
4,793
1.195

20,472
15,000

4,430 ADJ»Z 4,430 4,430

12,500
5,465

65,594
(500)

(25,856)
ADJ# 1
ADJ #3

12,500
4,965

38,738

12,500
4,955

38,738

Materials and Supplies
Contractual Services- Professional
Contractual Services- Testing
Contractual Services- Other
Repairs and Maintenance
Waste Water Testing Expense
Rents
Transportation Expenses
Insurance
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
income Tax

7,533 (1 ,OBS) ADJ s 4 6.447 6,447

6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
25
27
28
29

Total Operating Expenses
Operating Income (Loss)

$
$

153.920
(40,015)

$
s

(24,011)
24,011

$
s

129,909
(16,004)

$

8 111,003
$

_s
129,909
94,999

References:
Column (A): Company Schedule C-1
Column (B):Schedule JMM-WW9
Column (C): Column (A) + Column (B)
Column (D): Schedules JMM-WW1
Column (E); Column (C) + Column (D)



References:
Schedule JMM-WW10
Schedule JMM-WW11
Schedule JMM-WW12
Schedule JMM-WW13

ADJ #
1
2
3
4

Miscellaneous Expense
Waste Water Telling Expense
Depreciation Expense
Property Taxes

*

Utility Source, LLC. - Sewer Division
Docket No. WS-04235A~05-0303
Test Year Ended December 31, 2005

Schedule JMM-WW9

SUMMARY OF OPERATING INCOME STATEMENT ADJUSTMENTS .. TEST YEAR

LINE
NO. DESCRIPTION

[A]
COMPANY
AS FILED

tBs
ADJ #1

Misc. Expense

IC]
ADJ #2

Wasle water Testing

ID]
ADJ #3

DeDreciat»on Exp

[U]
ADJ #4

Prooenv Tax

[E]
STAFF

ADJUSTED

112,248 112,248
1 REVENUES:
2 Flat Rate and Metered Revenues
3 Misc. Service Revenues
4 Other Wastewater Revenues
5 Total Operating Revenues

\
1,557

113,905
1 ,657

113,905

6 OPERA TING EXPENSES;

17,423 17,423

3,945
4.793
1 , 195

20,472
15,000

3,945
4,793
1,195

20,472
15,000

4,430 4.430

Rate Case
(sao)

12,500
4,965

38,738

12,500
5,465

65,594 (25,B55)

7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services- Professional
Contractual Services- Testing
Contractual Services- Other
Repairs and Maintenance
Waste Water Testing Expense
Rents
Transportation Expenses
Insurance
Regulatory Commission Expense -
Miscellaneous Expense
Depreciation Expense
Taxes Other Than income
Property Taxes
income Tax

7,533 (1 ,0B5) (1,085) 6,447

28
29

Total Operating Expenses
Operating Income (Loss)

153,920
(40,014)

(500)
500

4,430
(4,430)

(27,941)
27v941

(1,056)
1,086

129,909
(15,004)



LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMm-ww10

OPERATING EXPENSE ADJUSTMENT #1 . MISCELLANEOUS EXPENSE

1 Miscellaneous expense 5,465 $ (500) $

Staff's Calculation of Miscellaneous Expense
Disallowed PAD application fee for CC&N extension dated 4/2006, outside test year (500)

References
Column A:
Column B:
Column C:

Company Schedule C-1
Testimony, JMM, Schedule JMM-WW9
Column [A] + Column [B]



LINE
no. DESCRHDTIQN

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

8

Utility Source, LLC... Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-WW11

OPERATING EXPENSE ADJUSTMENT # z - WASTE WATER TESTING EXPENSE

rAn ICE

1 Waste Water Testing Expense
\ $ $ 4,430 $ 4,430

s

References:
Column A;
Column B:
Column C:

Company Schedule C-1
Testimony, JMM, Schedule JMM-WW9
Column [A] + Column [B]

rB
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LINE
no. Tax CalculationProve

COMPANy
AS FILED

STAF F
ADJUSTMENT

STAFF
AS ADJUSTED

Utility Source, LLC. - Sewer Division
Docket NQ_ WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-WW13

OPERATING EXPENSE ADJUSTMENT no. 4 - PROPERTY TAX

[Al 161 (C)

$ 7,533 $ (1,086) $ 6,4471 Property Taxes

s 113,905
2

227,810
224,908
452,718

3
150,906

2
301,812

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16

Staff's Calcualation of Prooertv Tax
Staff Adjusted Test Year Revenues - 2002
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue, Per Schedule JMM~WW1
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 ' Line 8)
Plus: 10% of CWIP 2002
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 ' Line 13)
Composite Property Tax Rate (Per Company Schedule C-2, Page 3, Line 16)

301,812
23.50%
70,926

90903%

17
LB

Staff Proposed Property Tax Expense (Line 14 ' Line 15)
Company Proposed Property Tax

$ 6,447
7,533

19 Increase/(Decrease) to Property Tax Expense $ (1,086)

References:
Column A:
Column B:
Column C:

Company Schedule B<1, Page 1
Testimony, JMM, Schedule JMM-WW9
Column [AI + Column [B]



$ 7.28
7.12
9.55

11.79
10.45

213.36
188.69
213,36
666.75

UTILITY SOURCE, LLC... Sewer Division
Docket No. W-04235A-06-0_03
Test Year Ended December 31, 2005

Schedule JMM-WW14

RATE DESIGN

Monthly Minimum Charge
Present
Rates

Company
Proposed Rates

Staff
Recommended Rates

$ $

Rate per 1,000 gal. water usage
Residential
Car washes, Laundromats, commercial, manufacturing
Hotels and Motels
Restaurants "
Industrial Laundries
Waste Haulers
Restaurant Grease
Treatment Plant Sludge
Mud Sump Waste

u

2.73
2.67
3.58
4.42
3.92

80.00
70.00
80.00

250.00

5.58
5.45
7.31
9.03
8.01

163.44
143.01
163.44
510.75

Service Charges

$ 20.00
40,00

$ 20.00
40.00

$ 20.00
40.00

* * *

50.00
40,00

50.00
40.00

50.00
40.00

* *

3.00%
20.00
1.50%

3.00%
20.00
1.50%

Per Rule
20.00

w**

*W*

40.00 40.00 40.00

Establishment
Establishment of Services after hours
Re-establishment of Service
Reconnection Services
Reconnection (Deliquent and After Hours)
Minimum Deposit Requirement
Deposit interest
Charges for NSF Check
Deferred Payment Finance Charge
Late Payment, Per Month
Service Calls, per hour (After hours only)
Service Lateral Connection Charge:
Residential ,'
Commercial
Main Extension Tariff

500.00
Cost
Cost

500.00
Cost
Cost

500.00
Cost
Cost

*

1*-ar

Per Commission Rule R14-2-603(D)
Per Commission Rule R14-2-603(B)
Per Commission Rule R14-2-608(F)



UTILITY SOURCE, LLC. _ Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Schedule JMM-ww15

Typical Bill Analysis
General Service 3/4-lnch Meter

Company Proposed Ga llons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 4,740 $ 12.94 8 34.51 s 21.57 166.67%

Median Usage 4,500 12.29 32.76 $ 20.48 166.67%

Staff Recommended

Average Usage 4,740 $ 12.94 $ 26.44 $ 13.50 104.30%

Median Usage 4,500 12.29 25.10 $ 12.81 104.30%

Present 8< Proposed Rates (Without Taxes)
General Service 3/4-Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
%

Increase

Staff
Recommended

Rates
%

Increase
$ $ $

4

1,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

2.73
5.46
8.19

10.92
13.65
16.38
19.11
21 .84
24.57
27.30
30.03
32.76
35.49
38.22
40.95
43.68
46.41
49.14
51 .87
54.60
68.25
81 .90
95.55

109.20
122.85
136.50
204.75
273.00

7.28
14.56
21 .84
29.12
36.40
43.68
50.96
58.24
65.52
72.80
80.08
87.36
94.64

101 .92
109.20
116.48
123.76
131 .04
138.32
145.60
182.00
218.40
254.80
291 .20
327.60
364.00
546.00
728.00

166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%

5.58
11.15
16.73
22.31
27.89
33.46
39.04
44.62
50.20
55.77
61 .35
66.93
72.51
78.08
83.66
89.24
94.a2

100.39
105.97
111.55
139.43
167.32
195.21
223.10
250.98
278.87
418.30
557.74

104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%
104.30%



BEFORE THE ARIZONA CORP ORATION COMMIS S ION

JEFF HATCH-MILLER
Chairman

WILLIAM A. MUNDELL
Commissioner

MIKE GLEASON
Commissioner

KRISTIN K. MAYES
Commissioner

GARY PIERCE
Commissioner

IN THE MATTER OF THE APPLICATION OF )
UTILITY SOURCE, L.L.C. FOR A )
DETERMINATION OF THE CURRENT FAIR )
VALUE OF ITS UTILITY PROPERTY )
AND FOR AN INCREASE IN ITS WATER )
AND WASTEWATER RATES AND CHARGES )
FOR UTILITY SERVICES )

DOCKET NO. WS-04325A-06-0303

DIRECT

TESTHVIONY

OF

S TEVEN p. IRVINE

P UBLIC UTILITIE S  ANALYS T III

UTILITIE S  DW IS IO N

ARIZONA CORPORATION COMMISSION

J ANUARY 19, 2007



TABLE OF CONTENTS

I. In troduc tion  .

Summary of Tes timony and Recommendations

H. The  We ighte d Ave ra ge  Cos t of Ca pita l

P a g e

.1

.1

.3

III. Ca pita l S truc ture  ..

Ba ckground..
Utility S ource 's  Ca pita l S truc ture ..

.5

.6

W. Re turn on Equity..

B background..
R is k. .

.7

7
.9

.11V. Es tima ting the  Cos t of Equity ..

Introduction .

Discounted Cash Flow Model Analysis..
The Constant-Growth DCF ..

Multi-Stage DCF .

Capital Asset Pricing Model ..

Historic Market Risk Premium..

Current Market Risk Premium .

.11

.12

.13

.22

.24
28
28

VI. S umma ry of S ta ffs  Cos t of Equity Ana lys is .. .29

VII. Fina l Cos t of Equity Es tima te s  for Utility S ource  .. .32

VIII. Ra te  of Re turn Re comme nda tion.. .33

IX. Staff Response  To Company's  Cost Of Capita l Witness  Mr. Thomas J . Bourasssa .. .33

Constant-Growth DCF..

Multi-Stage DCF ..
Risk Premium .

Comparative Earnings .

Unique Risks .

CAPM..

.34

.40

.40

.41

.42

.43

Re comme nda tions  .. .43

SCHEDULES

Capita l S tructure  and Weighted Cost of Capita l.. S P I-1

s p1-2

S P I-3

Fina l Cos t of Equity Es tima te s  for Sample  Wa te r Utilitie s  ..

Ave rage  Capita l S tructure  of Sample  Wa te r Utilitie s ..

Growth in Ea rnings  & Divide nds  of Sa mple  Wa te r Utilitie s  ..

x.

S P I-4

.5



SPI-5

SPI-6

SPI-7

Susta inable  Growth for Sample  Water Uti1ities ..~

Se lected Financia l Da ta  of Sample  Wate r Utilitie s ...

Ca lcula tion of Expe cte d Infinite  Annua l Growth in Divide nds .-

Multi-S tage  DCF Es tima te s  .. SPI-8



EXECUTIVE SUMMARY
UTILITY SOURCE, L.L.C.

DOCKET no. WS-004235A-06-0303

The direct testimony of Staff witness Steven P. Irvine addresses the following issues :

Capital Structure .-. S ta ff  r ecommends that the Arizona Corporation Commission
("Commission") adopt  a  capita l s t ructure for  Utility Source,  L.L.C.  ("Utility Source" or
"Company") for this proceeding consisting of 0 percent debt and 100 percent equity.

Cost of Equity -... Staff' S 9.6 percent estimated return on equity ("ROE") for the Company is
based on cost of equity estimates for the sample companies ranging from 9.0 percent using the
discounted cash flow method ("DCF") to 10.2 percent using the capital asset pricing model
("CAPM").

Overall Rate of Return - Staff recommends that the Commission adopt an overall rate of return
("ROR") of 9.6 percent.

Mr. Bourassa's Testilnonv - The Commission should reject the 10.5 percent ROE proposed by
Utility Source for the following reasons:

Mr.  Bourassa 's  DCF est imates rely exclusively on analysts '  forecasts . In
addition, Mr. Bourassa's DCF constant growth analysis does not include dividend
growth.

2.

1.

Mr. Bourassa's risk premium analysis is not market based and relies on forecasted
interest rates for 10-year Treasuries for 2007-2008.



Dire ct Te s timony of S te ve n P . Inline
Docke t No WS -04235A-06-0303
P a ge  l

INTRODUCTION

2 Q Please state your name, occupation, and business address

My na me  is  S te ve  line . I a m a  P ub lic  Utilitie s  Ana lys t III e mploye d  by the  Arizona

Corpora tion Commis s ion ("ACC" or "Cornlnis s ion") in  the  Utilitie s  Divis ion ("S ta rt")

My business  address  is  1200 West Washington Stree t, Phoenix, Arizona  85007

7 Brie fly de s cribe your re s pons ibilitie s  a s  a  P ublic Utilitie s  Ana lys t

In my ca pa city a s  a  P ublic Utilitie s  Ana lys t III I conduct s tudie s  to e s tima te  the  cos t of

equity capita l, pe rform ana lyses  of debt cos ts  and compute  the  overa ll ra te  of re turn in ra te

proceedings. I a lso design ra tes  to genera te  the  revenue  requirement in ra te  proceedings

12 Q Please describe your educational background and professional experience

In 1994, I gra dua te d from Arizona  S ta te  Unive rs ity, re ce iving a  Ba che lor of S cie nce

de gre e  in  Bus ine s s  Ma rke ting . In  1 9 9 7 ,  I re c e ive d  a  Ma s te rs  d e g re e  in  P u b lic

Adminis tra tion from Arizona  S ta te  Unive rs ity. I be ga n e mployme nt with the  Commiss ion

in May of 2001 and have  worked in the  Utilitie s  Divis ion s ince  September of 2002

18 Q What is the scope of your testimony in this case

My te s timony provide s  S ta ff s  re comme nde d ra te  of re turn for Utility S ource , L.L.C

("Utility S ource " or "Compa ny") in this  ca s e

22

23

Summary of Testimony and Recommendations

Bdefly summarize how Staff's cost of capital testimony is organizedQ-

Q.

Sta ffs  cos t of ca pita l te s timony is  pre se nte d in te n se ctions . Se ction I is  this  introduction

S e ction II dis cus se s  the  conce pt of we ighte d a ve ra ge  cos t of ca pita l ("WACC"). S e ction



Dire ct Te s timony of S te ve n P . Irvine
Docke t No WS-04235A-06-0303
Page 2

1

2

III pre s e nts  the  conce pt of ca pita l s tructure  a nd pre s e nts  S ta ffs  re comme nde d ca pita l

s tructure  for Utility Source  in this  proceeding. Section W discusse s  the  concepts  of re turn

3 on  e qu ity ("ROE") a nd  ris k. S e ction V pre s e nts  the  me thods  e mploye d by S ta ff to
\

4

5

6

7

8

e s tima te  Utility S ource 's  ROE. S e ction VI pre se nts  the  findings  of S ta ffs  ROE a na lys is .

S e ction VII pre se nts  S ta ff" s  fina l cos t of e quity e s tima te s  for Utility S ource . S e ction VIII

pre s e nts  S ta ff" s  ra te  of re turn ("ROR") re comme nda tion for Utility S ource . S e ction IX

pre s e nts  S ta ff" s  comme nts  on  the  d ire ct te s timony of Utility S ource 's  witne s s , Mr.

Thomas  I. Bourassa . Fina lly, Section X suimnarizes  S ta ff s  recommenda tions .

9

10 Q- Brie fly s umma rize  S ta ff's  p ropos e d  ca p ita l s truc tu re , re tu rn  on  e qu ity a nd  ove ra ll

11 ra te  of re turn for Utility Source  in this  proceeding.

1 2 S ta ff re comme nds  a  9.6 pe rce nt ove ra ll ROR. S ta ffs  re comme nde d ROR re fle cts  a

1 3

1 4

1 5

ca pita l s tructure  compose d of 0 pe rce nt de bt a nd 100 pe rce nt e quity, a  9.6 pe rce nt ROE

for the  Company based on cost of equity es timates  for the  sample  companies  ranging from

9.0 pe rce nt us ing the  dis counte d ca s h How me thod ("DCF") to 10.2 pe rce nt us ing the

1 6 ca p ita l a s s e t p ric ing  mode l ("CAP M").

calcula ted in Schedule  SPI-1 .

S ta ffs  re comme nde d  9 .6  pe rce n t ROR is

1 7

18

1 9 Q.

20

Brie fly s umma rize  Utility Source 's propos e d ca pita l s truc ture , re tu rn on  e qu ity a nd

ove ra ll ra te o f re tu rn for this  proceeding.

2 1

22

23

The  Compa ny propos e s  a  ca pita l s tructure  tha t cons is ts  of 100 pe rce nt e quity a nd 0

pe rce nt de bt. S ince  the  Compa ny is  not propos ing a ny de bt fina ncing, its  propose d ROR

is  e qua l to its  ROE a t 10.5 pe rce nt. Ta ble  I summa rize s  Utility Source 's  propose d ca pita l

structure  and costs .24

A.

A.



Dire ct Te s timony of S te ve n P . Irvine
Docke t No WS -04235A-06-0303
Page 3

1 Ta ble  1

We ight Cos t
Weighted
Cost

Long-tenn Debt 0.0% 0.0% 0.0%

Common Equity 100.0% 10.5% l0 .5 %

Cost of Capital/ROR 10.5%

2

3 11. THE  WE IG HTE D AVE R AG E  C O S T O F  C AP ITAL

4 Q- P le a s e  e xpla in the  te rm cos t of ca pita l.

5

6

Cos t of ca pita l is  the  opportunity cos t of a n inve s tme nt. For a n inve s tor it is  the  ra te  of

re turn tha t one  would e xpe ct to e a rn in inve s tme nts  with ris k s imila r to the  inve s tme nt

7

8

9

1 0

1 2

1 3

1 4

1 5

1 6

A.

be ing cons ide re d. One  ca n inve s t in a  compa ny through a  va rie ty of s e curitie s  s uch a s

s tock, bonds , and debt. The  cos t of capita l to a  company is suing a  va rie ty of securitie s  is

a n a ve ra ge  of the  e xpe cte d re turns  on the  s e curitie s  the  compa ny ha s  is sue d we ighte d

a ccording to the  s ize  of e a ch s e curity re la tive  to the  compa ny's  e ntire  s e curity portfolio.

This  tota l cos t of ca pita l is  re fe rre d to a s  the  we ighte d a ve ra ge  cos t of ca pita l ("WACC").

While  a  compa ny ma y de te rmine  the  s ize  of the  d ivide nds  it pa ys  or o ffe r de b t a t

pa rticula r ra te s  a t its  own discre tion, in a  compe titive  ma rke t, the  ma rke t de te rmine s  the

expected re turn on its  equity capita l. Equity inves tors  a re  a ttracted to an equity inves tment

whe n the  e xpe cte d re turns  a re  s imila r to those  of othe r e ntitie s  with s imila r risk. Tha t is ,

the  cos t of equity capita l is  de te rmined by the  marke t.
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1 Q- Wh a t is  th e  WACC fo rmu la ?

2 The  WACC fionnula  is  a s  follows :

3 Equa tion 1

4
n

5
WACC W t f t

6

7

8

In this  e qua tion, Wt is  the  we ight give n to the  it s e curity (the  proportion of the  it s e curity

re la tive  to the  portfolio) and ii is  the  expected re turn on the  it security.

9

1 0 Q_ hypothetical capital structure demonstrating

11

P le a s e  p ro vid e  a n  e xa m p le  o f a

a pplica tion of Equa tion 1.

1 2

1 3

For purposes of this  example , assume tha t an entity has  a  capita l s tructure  composed of 70

pe rce nt de bt a nd 30 pe rce nt e quity. Also, a s sume  tha t the  e mbe dde d cos t of de bt is  7.0

1 4 pe rce nt a nd  the  e xpe cte d  re turn  on  e quity, Le . the  cos t of e quity, is  10 .0  pe rce nt.

Ca lcula tion of the  WACC is  a s  follows :1 5

1 6 WACC = (70% * 7.0%) + (30% * 10.0%>
1 7

WACC = 4.90% + 3.00%
1 8

WACC = 7.90%
1 9

20

2 1

22

A.

A.

The  we ighte d a ve ra ge  cos t of ca pita l in this  e xa mple  is  7.90 pe rce nt. The  e ntity in this

e xa mple  would ne e d to e a rn a n ove ra ll ra te  of re turn of 7.90 pe rce nt to cove r its  cos t of

ca pita l.



Component %
Capita l Leases $10,000 ($10,000/3100,000) 10.0%
Long-Te rm De bt $30,000 (330,000/3100,000) 30.0%
Short-Te rm Debt $5,000 (85,000/$100,000) 5.0%
Pre fe rred S tock $10,000 ($10,000/$100,000) 10.0%
Common Stock $45,000 ($45,000/$100,000) 45.0%
Tota l $100,000 100%
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1 111 . C AP ITAL S TR UC TUR E

2

3

Background

Please explain the capital structure conceptQ

While WACC describes the average unit cost of capital employed from a company's

various securities, capital structure describes the relative proportions of each type of

security (capital leases, long-term debt, short-tenn debt, preferred stock, and common

stock). As the proportion of the capital structure represented by fixed obligation financing

increases (increased leverage), risk associated with the ability to meet financial obligations

(financial risk) increases

10

l l Q How is the capitalstructure for a givencompany described?

A compa ny's  ca pita l s tructure  is  de s cribe d by s imply s ta ting the  pe rce nta ge  of e a ch

compone nt of the  ca pita l s tructure  re la tive  to the  whole  ca pita l s tructure . The  following is

a n e xa mple  of a  hypothe tica l ca pita l s tructure . As s ume  tha t the  ca pita l s tructure  for a n

e ntity tha t is  fina nce d by $10,000 of ca pita l le a se s , $30,000 of long-te rm de bt, $5,000 of

s hort-te nn de bt, $10,000 of pre fe rre d s tock a nd $45,000 of common s tock. The  ca pita l

s tructure  for the  company is  shown in Table  2

Ta b le  2
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1

2

3

The capital structure in this example is composed of 10.0 percent capital leases, 30.0

percent long-term debt, 5.0 percent short-term debt, 10.0 percent preferred stock and 45.0

percent common stock.
\

4

5

6

Utility Source's Capital Structure

What capital structure does Utility Source propose"Q-

7

8

9

The Company recommends a capital structure with 0 percent debt and 100 percent equity.

Schedule D-1 of the application describes that stockholder's equity in the Company was

$3,383,299 during the test year and that there was no long term debt.

1 0

11 Q- Wha t ca pita l s tructure  doe s  S ta ff re comme nd for Utility S ource "

12 Staff recommends a capital structure composed of 100 percent equity and 0 percent debt

as shown in Schedules SPI-1 .1 3

1 4

15 Q. How does Utility Source's capital structure compare to capital structures of publicly

traded water utilities?1 6

17 A.

1 8

1 9

The  a ve ra ge  ca pita l s tructure  of the  s ix publicly tra de d  wa te r compa nie s  ("s a mple

companies") is  51.4 pe rcent debt and 48.6 pe rcent equity. The  capita l s tructure  for each of

the  sample  companies is  shown in Schedule  SPI-3 .

20

2 1 Q-

22

Does Staff discuss the matter of a cost of equity adjustment as it relates to capital

structure differences between Utility Source and the sample water companies?

23 Yes. This matter is discussed in Section VII, Final Cost of Equity Estimates for Utility

24

A.

A.

Source.
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1 Iv. R E TUR N O N E Q UIT Y

2

3

Ba ckground

Please define the term cost of equity.Q-

4

5

6

7

8

9

1 0

Cost of equity is  the  compensa tion tha t inves tors  expect for bea ring the  risk of ownership

of a  s tock. The  re turn tha t inves tors  expect for a  given s tock is  equiva lent to the  expected

re turns  of othe r finns  with e quiva le nt risk. Inve s tors  ca n e xpe ct a  give n s tock's  re turn to

be  s imila r to re turns  of othe r s tocks  with e quiva le nt le ve ls  of risk a s  inve s tors  ca n s imply

s e le ct the  othe r s tocks  a s  a n a lte rna tive . Inve s tors  a re  like ly to do s o if the re  a re  othe r

s tocks  a va ila ble  with s imila r le ve ls  of risk a nd highe r re turns . Cos t of e quity is  the re fore

de te rmined by the  marke t given the  preva iling marke t conditions  .

1 1

1 2 Q.

1 3

Can the cost of equity for Utility Source be determined by market data related to its

stock and earnings?

1 4

1 5

1 6

1 7

As  Utility S ource 's  s tock is  not publicly tra de d, its  cos t of e quity ca nnot be  e s tima te d

directly. As  s ta ted previous ly, inves tors  expect re turns  equiva lent to the  re turns  of s tocks

with e quiva le nt risk. As  a  proxy for Utility Source 's  own ma rke t da ta , S ta ff ha s  e s tima te d

Utility Source 's  cos t of e quity us ing ma rke t da ta  from s ix publicly tra de d wa te r utilitie s .

1 8

1 9 Q- Do inte re s t ra te s affect cos t of equity?

20

2 1

22

23

A.

A.

A. Ye s . According to the  CAP M, the  dire ction of cha nge  in inte re s t ra te s  is  a n indica tor of

the  dire ction of cha nge  in cos t of e quity. The  CAP M is  a  ma rke t ba s e d mode l us e d for

cos t of ca pita l e s tima tion tha t S ta ff e mploys  to e s tima te  Utility S ource 's  cos t of e quity.

The  CAPM mode l is  discussed in grea te r de ta il in Section V of this  te s timony.



Dire ct Te s timony of S te ve n P . Inline
Docke t No WS-04235A~06-0303
Page 8

1 Q What has been the general trend in interest rates in recent years

U.S . tre a sury ra te s  from Nove mbe r 2000 to 2006 a re  shown in Cha rt 1. The  cha rt shows

tha t the  ra te s  in this . time fra me  ge ne ra lly de cline d until mid 2003 a nd ha ve  on a ve ra ge

risen somewhat s ince  tha t time

Source: Federal Reserve

1 6 Q What has been the general trend in interest rates in the long-term?

U.S . tre a sury ra te s  from 1955 to pre se nt a re  shown in Cha rt 2. The  cha rt de mons tra te s

tha t in tha t pe riod ra te s  rose  on ave rage  until the  1980's  and have  fa llen on ave rage  s ince

tha t time



Chart 2: History of 5- and 10-Year Treasury Yields
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1

2

3

4

5

6

7

8

9

1 0

1 1

1 2 Source: Federal Reserve

1 3

1 4 Q. What do these trends suggest for cost of equity?

1 5

1 6

As mentioned previously, interest rates generally have a positive relationship with cost of

capital. As a result, cost of equity has declined significantly in the past 25 years.

1 7

1 8 Risk

1 9 Q- P le a s e  de fine  ris k a s  it re la te s  to cos t of ca pita l.

20

21

22

23

Risk is uncertainty that results from the variability of returns from an investment. Greater

variability results in greater risk. Because investors are generally averse to risk,

investments with greater inherent risk must promise higher expected yields? Risk can be

separated into two components: market risk and non-market risk. Market risk can also be

A.

A.

1 Scott, David L. Wall S treet Words , revised edition. Houghton Mifflin Company. Bos ton. 1988. p. 324.
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1

2

re fe rre d to a s  sys te ma tic or ro dive rs ifia ble  risk. Non-ma rke t risk ca n a lso be  re fe rre d to

a s  unique  or dive rs ifiable  risk.

3

4 Q- Wha t is  ma rke t ris k?

5

6

7

8

9

10

11

1 2

Ma rke t ris k is  ris k which results iirorn force s  tha t a ffe ct the  e ntire  ma rke t. Exa mple s  of

force s  tha t contribute  to ma rke t risk include  but a re  not limited to: infla tion, inte re s t ra te s ,

genera l business  cycles , inte rna tiona l incidents , and war. Each of these  forces  impacts  the

e ntire  ma rke t. An inve s tor ca nnot e limina te  ma rke t risk by holding a  dive rse  portfolio a s

ma rke t ris k a ffe cts  a ll s tocks . While  ma rke t ris k a ffe cts  a ll s tocks , the  de gre e  to which

ma rke t risk a ffe cts  a n individua l s tock's  re turns  va rie s . The  s e ns itivity of a  give n s tock's

re turns  re la tive  to the  whole  ma rke t is  me a sure d by the  indica tor be ta . Be ta  re fle cts  both

the  bus iness  risk and financia l risk of a  firm. As  be ta  is  a  component of the  CAPM mode l,

13 it is  discussed in grea te r de ta il in Section V of this  te s timony.

14

15 Q- What is  bus ines s  ris k?

16 Bus ine s s  ris k is  tha t ris k which is  a s s ocia te d with the  fluctua tion in e a rnings  due  to the

17

18

bas ic na ture  of a  firm's  bus iness . Companie s  in the  same  line  of bus iness  expe rience  the

same  bus iness  risk a ssocia ted with ea rning cycle s  for tha t line  of bus iness . Bus iness  risk

19 affects  cos t of equity.

20

21 Q- What is  financ ia l ris k?

22

23

24

25

A.

A.

A.

Fina ncia l ris k is  the  ris k tha t re s u lts  from a  compa ny's  re lia nce  on  de bt fina ncing .

Financia l risk a ffects  cos t of equity. Firms  whose  capita l is  highly leve raged have  grea te r

exposure  re la ted to the  ability to se rvice  debt. As  leve rage  increase s , risk a lso increase s .

This  increase  in risk results  in an increase  in cos t of equity.
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1 Q- Wha t is  non-ma rke t ris k"

2

3

4

5

6

Non-ma rke t ris k, or firm-s pe cific  ris k, is  ris k tha t re s ults  from force s  which  a re  firm

s pe cific, or s ingula r to a  Finn. Exa mple s  of force s  tha t contribute  to non-ma rke t ris k

include  but a re  not limite d to: s trike s , la ws uits , fa ilure  of a  product line , a nd los s  of a

clie nt. Diffe re nt firms  e xpe rie nce  the ir own unique , or non-ma rke t, ris ks . By holding a

dive rse  portfolio a n individua l inve s tor ca n e limina te  non-ma rke t risk.

7

8 Q- Do market and non-market risk affect cost of equity?

9

1 0

1 1

Ma rke t risk doe s  a ffe ct cos t of e quity, Be ca use  non-ma rke t risk is  dive rs ifia ble , inve s tors

cannot expect to be  compensa ted for non-marke t risk, i.e ., non-marke t risk does  not a ffect

cos t of equity.

12

1 3 v. ESTIMATING THE COST OF EQUITY

1 4 In tro d u c tio n

1 5 Q- Did Staff directly estimate Utility Source's cost of equity?

1 6

1 7

1 8

1 9

20

2 1

22

A.

A.

A. No . As  Utility S ource  is  not a  publicly tra de d compa ny, fina ncia l me trics  ne e de d to

dire ctly e s tima te  Utility S ource 's  cos t of e quity a re  not a va ila ble . For this  re a s on, S ta ff

us e d ma rke t informa tion from s ix publicly tra de d wa te r compa nie s  a s  a  proxy for the

fina ncia l me trics  ne e de d to e s tima te  Utility S ource 's  cos t of e quity. Da ta  from the  proxy

companies  is  ave raged in S ta ffs  ana lys is . Re lying on ave raged da ta  from a  sample  group

a s  a  proxy ha s  the  be ne ficia l e ffe ct of re ducing s a mple  e rror a s s ocia te d with va ria nce

present a t the  ins tant in time  from which the  financia l metrics  a re  se lected.
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1 Q- Wha t compa nie s  did S ta ff s e le ct a s  proxie s  or compa ra ble s  for UtilityS o u rc e "

2

3

4

5

Sta ff" s  sample  consis ted of: American S ta tes  Wate r, Ca lifornia  Wate r, Connecticut Wate r

S e rvice s , Middle s e x -Wa te r, Aqua  Ame rica , a nd S J W Corp. The se  compa nie s  we re

se lected a s  they a re  publicly traded and a  s ignificant portion of the ir revenues  come  from

regula ted opera tions. Utility Source 's  ana lysis  is  based on these  same sample  companies .

6

7 Q. What models did Staff implement to estimate Utility Source's cost of equity?

8 Staff s  e s timate  of the  cost of equity is  based the  DCF and the  CAPM.

9

1 0 Q- Why d id  S ta ff choose  to base  its  ana lys is on the DC F a nd  CAP M?

1 1

1 2

1 3

S ta ff chos e  the s e  mode ls  a s  the y a re  wide ly re cognize d  ma rke t ba s e d  mode ls  for

e s tima ting the  cos t of equity. S ince  the  cos t of equity is  de te rmined by the  marke t, use  of

marke t based mode ls  is  appropria te . These  mode ls  a re  expla ined in the  following sections

1 4 of this  te s timony.

1 5

1 6 Dis counted Cas h Flow Mode l Ana lys is

1 7

1 8

Please provide a brief summary of the theory upon which the DCF method of

estimating the cost of equity is based.

1 9 The  DCF me thod of s tock va lua tion is  ba se d on the  the ory tha t a n inve s tme nt's  curre nt

20

2 1

22

23

24

A.

A.

A.

A.

Q.

value is equal the discounted sum of the future revenues generated from the investment.

Professor Myron Gordon pioneered the use of the DCF method to estimate the cost of

capital for a public utility in the l960's. This model is widely used due to its theoretical

merit and simplicity. The DCF formula calculates the cost of capital using expected

dividends, market price, and a dividend growth rate. This process is applied to each of the
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1

2

sample companies and the results are averaged to determine an estimated cost of capital

for the subject company.

3 I

4 Q. Are alternative growth rate models used in Staff's application of the DCF?

5

6

7

8

Yes. Staff uses two versions of the DCF. In one version, Staff uses a single continuous

growth rate. This is referred to as the constant growth DCF. In the second version Staff

uses a two-stage growth rate that assumes that dividend growth will change in the future.

This second model is referred to as the multi-stage or non-constant growth DCF.

9

1 0 The Constant-Growth DCF

11 Q- What is the mathematical formula used in Staffs constant-growth DCF analysis?

1 2 The constant-growth DCF formula used in Staff s analysis is as follows:
Equation 2 :

K D1+8
E

where 2 K
D /

13,

g

the cost of equity

the expected annual dividend

the current stock price

the expected infinite annual growth rate of dividends

1 3

1 4

1 5

1 6

1 7

1 8

A.

A.

This fionnula assumes that the company has a constant earnings retention rate and that its

eaniings will continue to grow at a single constant rate. According to this equation, a

stock with a current market price of $10 per share, an expected annual dividend of $0.60

per share and an expected dividend growth rate of 4.0 percent per year has a cost of equity

of 10.0 percent. This is calculated as follows: ($0.60/$10 or 6.0 percent) + (4.0 percent) =

10 percent.
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1 Q- How did Staff select the dividend yield components D1 and P0 in the constant-growth

2 DCF fo rmu la ?

3

4

S ta ff us e d the  e xpe cte d a nnua l divide nds  (D1) a nd s tock price  (P 0) a t the  clos e  of the

marke t on October 25, 2006, as  reported byMS N Mone y.

5

6 Q-

7

Why did Staff use the October 25, 2006 spot stock price rather than a historical

average stock price to calculate the dividend yield component of the DCF formula?

8

9

1 0

11

1 2

Curre nt ra the r tha n his toric s pot price  is  us e d in orde r to be  cons is te nt with fina ncia l

the ory. According to the  e fficie nt ma rke t hypothe s is , curre nt s tock price s  re fle ct a ll

a va ila ble  informa tion. This  include s  inve s tors ' curre nt e xpe cta tions  of future  re turns .

Cons e que ntly, curre nt s tock price  is  the  be s t indica tor of thos e  e xpe cta tions . Us e  of a

his torica l ave rage  of s tock price s  illogica lly discounts  the  mos t recent informa tion in favor

1 3 of le s s  re ce nt informa tion. The  la tte r is  s ta le  a nd  is  re pre s e n ta tive  of unde rlying

1 4 conditions tha t may have  changed.

1 5

1 6 Q-

1 7

How did Staff estimate the dividend growth (g) component of the constant-growth

DCF model represented by Equation 2?

1 8

1 9

20 e a rnings -pe r-s ha re  ("Eps "l"

2 1

The  growth component used by S ta ff is  de te rmine d by a ve ra ging s ix diffe re nt e s tima tion

me thods . The  re sults  a re  shown in S che dule  S P I-7. S ta ff ca lcula te d both his torica l a nd

proje cte d growth e s tima te s  on divide nd-pe r-sha re  ("DPS")3,

and sustainable  growth bases.

1

z Value Line Summary & Index. October 20, 2006
3 Derived from information provided by Value Line
4 Derived from information provided by Value Line

A.

A.

A.

I



Dire ct Te s timony of S te ve n P . Irvine
Docke t No WS -04235A-06-0303
Page 15

1 Q. Why did Staff include EPS growth in estimation of the dividend growth component

of the constant-growth DCF model?

Historic and projected EPS a re  considered in the  constant-growth DCF mode l as  dividends

a re  re la ted to ea rnings . While  dividend layouts  a re  not necessa rily de te rmined by a  given

cons ta nt proportion to e a rnings , divide nds  ca nnot e xce e d e a rnings  inde finite ly. In  the

long te rm, dividend layouts  a re  dependent on ea rnings

8 Q How did Staffcalculatehistorical DPS growth?

S ta ff ca lcula te d his torica l DP S  growth by a ve ra ging DP S  growth of the  s a mple  wa te r

u tilitie s  from 1996 to  2005 . The s e  a ve ra ge s  a re  s hown on  S che dule  S P I-4 . Staff' S

ana lys is  indica tes  an average  his torica l growth ra te  of 2.7 for the  sample  wa te r utilitie s

13 Q How did Staff estimate the projected DPS growth?

S ta ff ave raged the  projected DPS growth ra te s  shown in Va lue  Line for the  sample  wa te r

utilitie s . The  ave rage  of the  DPS projections  is  5.0 pe rcent a s  shown in SPI-4

17 Q How did S ta ff ca lcula te  the  his torica l EP S  growth ra te ?

S ta ff ca lcula te d the  his torica l EP S  growth ra te  by a ve ra ging the  EP S  for the  s a mple

companie s  from 1996 to 2005. S ta ff excluded Connecticut Wa te r's  his torica l EPS  growth

ra te  from the  average  as  it is  nega tive  0.9 pe rcent and nega tive  growth is  inconsis tent with

the  DCF mode l. The  his torica l average  EPS is  4.2 pe rcent as  shown in SPI-4

23 Q How did Staff estimate the projected EPS growth?

Sta ff ave raged the  projected EPS growth ra te s  shown in Va lue  Line for the  sample  wa te r

utilitie s . The  average  of the  EPS projections  is  7.9 pe rcent a s  shown in SPI-4
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1 Q How did Staff calculate its historical and projected sustainable growth rates?

His torica l a nd proje cte d sus ta ina ble  growth ra te s  a re  ca lcula te d by a dding the  re spe ctive

re te ntion growth ra te s  (br) to s tock fina ncing growth ra te s  (vs ) a s  s hown in the  la s t two

columns of SPI-5

6 Q Wha t is  re te ntion growth?

Re te ntion growth is  growth in divide nds  tha t re s ults  from re te ntion of e a rnings . This

conce pt is  ba s e d on the  the ory tha t divide nd growth will not be  a chie ve d unle s s  the

compa ny re ta ins  a nd re inve s ts  s ome  of its  e a rnings . It is  us e d in S ta ff" s  ca lcula tion of

sus ta inable  growth shown in SPI-5

12 Q What is the formula for the retention growth rate?

Re te ntion  growth  is  the  produc t of the  re te ntion  ra tio  a nd the  book/a ccounting  re turn  on

e quity.  The  form ula  is  a s  fo llows

Equation 3

Retention Growth Rate = be

where the retention ratio (1 - dividend payout ratio)

the accounting/book return on common equity

17 Q How did Staff calculate the average historical retention growth rate (br) for the

sample  water utilities?

S ta ff c a lc u la te d  the  h is to ric a l re te n tion  ra te s  by a ve ra g ing  the  re te n tion  ra te s  fo r the

s a mple  compa nie s  from 1996 to 2005. The  his torica l a ve ra ge  re te ntion ra te  is  3.1 pe rce nt

a s  shown in S P I-5
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1 Q- How did Staff determine projected retention growth rate (br) for the sample water

2 utilities?

3

4

5

Sta ff ave raged the  projected re tention growth ra te s  for the  pe riod 2009 to 2011 shown in

Va lue  Line for the  sa mple  wa te r utilitie s . The  a ve ra ge  of the  re te ntion ra te  proje ctions  is

4.8 percent as  shown in SPI-5.

6

7 Q- When can retention growth provide a reasonable estimate of future dividend

8

9

10

11

12

13

growth?

The  re te ntion g rowth ra te  is  a  re a s ona b le  e s tim a te  of future  divide nd g rowth whe n the

re te ntion ra tio is  re a s ona bly cons ta nt a nd the  e ntity's  ma rke t price  to book va lue  ("ma rke t-

to-book ra tio") is  e xpe cte d to be  1.0. The  a ve ra ge  re te ntion ra tio ha s  be e n re a s ona bly

cons ta nt in re ce nt ye a rs . Howe ve r, the  ma rke t-to-book ra tio for the  s a mple  wa te r utilitie s

is  2.6, notably highe r than 1.0, a s  s hown in Schedule  SpI-6.

1 4

15 Q. Is there any financial implication of a market-to-book ratio greater than 1.0?

16

17

18

19

20

21

22

23

24

A.

A.

A. Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to

earn an accounting/book return on its equity that exceeds its cost of equity. The

relationship between required returns and expected cash flows is readily observed in the

fixed securities market. For example, assume an entity contemplating issuance of bonds

with a face value of $10 million at either 6 percent or 7 percent, and thus, paying annual

interest of $600,000 or $700,000, respectively. Regardless of investors' required return on

similar bonds, investors will be willing to pay more for the bonds if issued at 7 percent

than if the bonds are issued at 6 percent. For example, if the current interest rate required

by investors is 6 percent, then investors would bid $10 million for the 6 percent bonds and

more than $10 million for the 7 percent bonds. Similarly, if equity investors require a 7
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1

2

pe rce nt re turn a nd e xpe ct a n e ntity to e a rn a ccounting/book re turns  of 12 pe rce nt, the

ma rke t will b id  up  the  price  of the  e ntity's  s tock to  provide  the  re quire d  re turn  of 7

3 percent.

4

5 Q.

6

7

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of

equity analyses in recent years?

Staff has assumed that investors expect the market-to-book ratio to remain greater than

8 1.0. Give n tha t, S ta ff ha s  a dde d a  s tock fina ncing growth ra te  (vs ) te rm to the  re te ntion

9 ratio (br) term to calculate its historical and projected sustainable growth rates.

1 0

1 1 Q-

1 2

Do the historical and projected sustainable growth rates Staff uses to develop its

DCF cost of equity in this case include stock financing growth as an input?

1 3 Ye s .

1 4

1 5 Q. What is stock financing growth?

1 6

1 7

1 8

1 9

20

2 1

S tock fina ncing growth is  the  growth in a n e ntity's  divide nds  due  to the  s a le  of s tock by

tha t e ntity. S tock fina ncing growth is  a  conce pt de rive d by Myron Gordon a nd discusse d

in his  book The Cost of Capila I ro a  Public UriIiry_5 Stock financing growth is  the  product

of the  fra ction  of the  f`unds  ra is e d  from the  s a le  o f s tock tha t a ccrue s  to  e xis ting

sha re holde rs  (v) a nd the  fra ction re sulting from dividing the  funds  ra ise d from the  sa le  of

s tock by the  exis ting common equity(s ).

22

23 What is the mathematical formula for the stock financing growth rate?

24 The  s tock financing growth ra te  formula  is  a s  follows:A.

A.

5 Gordon, Myron I. The  Cos t of Capita I to a  Public Uzilny, MSU Public Utilities  S tudies , Michigan, 1974. pp 31-35.

A.

A.

Q.
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Equa tion 4

Stock Financing Growth = vs

where Fraction of the funds raised from the sale of stock that accrues

to existing shareholders

Funds raised from the sale of stock as a fraction of the existing

common equlty

3 Q How is  the  va riable  v pres ented a bove  ca lcula te d"

Variable  v is  ca lcula ted a s  follows

Equa tion 5

book va lue

marke t va lue

For e xa mple , a s sume  tha t a  sha re  of s tock ha s  a  $40 book va lue  a nd is  s e lling for $80

Then, to find the  va lue  of v, the  formula  is  applied

1
40

In this  example , v is  equa l to 0.50
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1 Q- How is  the  va riable  s  pres ented a bove  ca lcula te d?

2 Variable  s  is  ca lcula ted a s  follows:

3

4
Equa tion 6:

5

6 s
Funds ra ised from issuance  of s tock

Tota l exis ting common equity be fore  issuance
7

8

9

For e xa mple , a s sume  tha t a n e ntity ha s  $100 in e xis ting e quity, a nd it s e lls  $25 of s tock.

Then, to find the  va lue  of s , the  formula  is  applied:

s
25

100

10 In this  example , s  is  equa l to 25.0 percent.

11

12 Q- What is the vs term when the market-to-book ratio is equal to 1.0'?

13 a

14

15

16

17

1 8

A ma rke t-to-book ra tio  e qua l to  1 .0  re fle cts  tha t inve s tors  e xpe ct a n e ntity to  e a rn

book/a ccounting re turn on the ir e quity inve s tme nt e qua l to the  cos t of e quity. Whe n the

marke t-to-book ra tio is  equa l to 1.0, none  of the  funds  ra ised from the  sa le  of s tock by the

entity accrues  to the  bene fit of exis ting sha reholde rs , i.e ., the  te rm v is  equa l to ze ro (0.0).

Consequently, the  vs  te rm is  a lso equa l to ze ro (0.0). When s tock financing growth is  ze ro,

dividend growth depends  sole ly on the  br tem.

19

20 Q. What is the affect of the vs term when the market-to-book ratio is greater than 1.0?

21

22

23

A ma rke t-to-book ra tio gre a te r tha n 1.0 re fle cts  tha t inve s tors  e xpe ct a n e ntity to e a rn a

book/accounting re turn on the ir equity inves tment grea te r than the  cos t of equity. Equa tion

5 shows  tha t whe n the  ma rke t-to-book ra tio is  gre a te r tha n 1.0 the  v te rm is  a lso gre a te r

A.

A.

A.

I
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than ze ro. The  excess  by which new sha res  a re  issued and sold ove r book va lue  pe r sha re

of outs tanding s tock is  a  contribution tha t a ccrue s  to exis ting s tockholde rs  in the  form of a

highe r book va lue . The  re sulting highe r book va lue  le ads  to highe r expected ea rnings  and

divide nds . Continue d growth from the  vs  te rm is  de pe nde nt upon the  continue d is sua nce

and sa le  of additional shares a t a  price  that exceeds book value  per share

7 Q-

8

What vs  es timate  did  S ta ff ca lcula te  from its  ana lys is  of the  s ample  wa te r u tilitie s ?

S ta ff e s tima ted an ave rage  s tock financing growth (vs) of 2.6 pe rcent for the  sample  wa te r

utilitie s  a s  shown in Schedule  SPI-5

11 Q What would one expect to occur should a stock have a market-to-book ratio greater

than 1.0 as a result of investors' expectations that earnings would exceed the cost of

equity capital and the entity subsequently was authorized rates equal to its cost of

equity capital?

A reasonable expectation is for the market-to-book ratio to move toward 1.0

1 7 Q If the average market-to-book ratio of the sample water utilities falls to 1.0 due to

authorized ROE's equaling the cost of equity capital, would StamPs inclusion of the vs

term in its constant-growth DCF analysis result in an overestimate of its sustainable

dividend growth rate and the resulting DCF ROE estimate?

Ye s . Inclus ion of the  vs  te rm a ssume s  tha t the  ma rke t-to-book ra tio continue s  to e xce e d

A.

1.0, a nd tha t the  wa te r utilitie s  will continue  to is s ue  a nd s e ll s tock a t price s  e xce e ding

book va lue  re s ulting in be ne fits  for e xis ting s ha re holde rs . If the  ma rke t-to-book ra tio

declines  to 1.0, the  s tock financing te rm is  not necessary
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1 Q. Wha t a re  S ta ffs  h is torica l and projec ted s us ta inable growth ra te s ?

2

3

Based on the  average  ea rnings  re tention of the  sample  wa te r companies , S ta ffs  e s tima ted

his torica l sus ta ina ble  growth ra te  is  5.8 pe rce nt. S ta ffs  proje cte d sus ta ina ble  growth ra te

4 Staff" s

5

is  8 .4  pe rce nt ba s e d on the  re te ntion growth ra te  proje cte d by Va lue  Line .

estimates  of the  susta inable  growth ra te  a re  shown in SPI-5 and SPI-7.

6

Q- What is Staff's expected infinite annual growth rate in dividends?

8

9

1 0

S ta ff' s  e xpe cte d infinite  a nnua l growth ra te  in divide nds  is  5.7 pe rce nt, the  a ve ra ge  of

his torica l a nd proje cte d divide nds  pe r s ha re  ("DP S "), e a rnings  pe r s ha re  ("EP S "), a nd

sus ta inable  growth ra te  e s tima tes . The  ca lcula tion is  shown in SPI-7.

11

1 2 Q. What is Staff's constant-growth DCF estimate?

1 3 Staffs  constant-growth DCF estimate  is  8.5 percent as  shown in Schedule  SPI-2 .

1 4

1 5

1 6

Multi-Stage DCF

Why did Staff include the multi-stage DCF in its estimate of Utility Source's cost ofQ-

1 7

1 8

equity?

S ta r used the  multi-s tage  DCF to cons ide r the  a ssumption tha t dividends  may not grow a t

1 9 a constant rate.

20

2 1 Q. Please describe the multi-stage DCF used in Staffs analysis?

22

23

As mentioned previous ly, the  multi-s tage  DCF use s  two s tages  of growth. The  firs t s tage

is  four ye a rs  followe d by the  s e cond s ta ge . A s e pa ra te  growth ra te  is  a pplie d to e a ch

24 stage.

A.

A.

A.

A.

A.

I
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1 Q Wh a t is  the  ma the ma tica l fo rmu la  fo r the multi-s ta ge  DCF?

The  multi-s ta ge  DCF formula  is  shown in the  following e qua tion

Equa tion 7

(1*-8..)
(1+K) (1+K)

Whe re : R currentstockprice

dividends expected during stage 1

costofequity

yearsof non - constant growth

dividend expected in year n

constant rate of growth expected after year n

5 Q What s teps did  S ta ff take  to  implement its  multi-s tage  DCF cos t of e quity mode l?

Firs t, S ta ff prob ected future  dividends for each of the  sample  wate r utilitie s  us ing the  near

te rm and long-tenn growth ra te  pe riods  discussed previous ly. Second, S ta ff ca lcula ted the

ra te  (cos t of e quity) which e qua te s  the  pre se nt va lue  of the  fore ca s te d divide nds  to the

curre nt s tock price  for e a ch of the  s a mple  wa te r utilitie s . Fina lly, S ta ff ca lcula te d a n

average  of the  individua l sample  companies ' cost of equity es timates

1 2 Q How did S ta ff ca lcula te g rowth  ra te for the firs t s ta ge  of the  multi-s ta ge  DCF?

The  growth ra te  for the  firs t s ta ge  is  ba s e d on Va lue  Line 's proje cte d divide nds  for the

next twe lve  months , when ava ilable , and on the  average  dividend growth ra te  ca lcula ted in

Sta ffs  constant DCF ana lys is  for the  remainder of the  s tage

R



Dire ct Te s timony of S te ve n P . Irvine
Docke t No WS-04235A-06-0303
Page 24

1 Q- How did Staff estimate the growth rate for the second stage of the multi-stage DCF

2 model?

3 S ta ff ca lcula te d the  a rithme tic me a n of growth in GDP  from 1929 to 2005.6 Us e  of the

4 his toric a rithme tic me a n of GDP  a s s ume s  tha t d ivide nd growth for the  utility will be

5 s imila r to the  his torica l growth in the  ove ra ll e conomy.

6

7 Q. What is the historical GDP growth rate that Staff used in stage-2 growth?

8 The  a rithmetic mean of growth in GDP used in s tage-2 is  6.8 percent as  shown in SPI-8.

9

1 0 Q- Wha t is S ta ff's  multi-s ta ge DCF es tima te?

1 1 Sta ffs  multi-s tage  DCF es timate  is  9.5 pe rcent a s  shown in Schedule  SPI-8.

1 3 Q- Wha t is  S ta ffs  ove ra ll DCF e s tima te ?

1 4

1 5

1 6

Sta ff' s  ove ra ll DCF e s tima te  is  9.0 pe rce nt. S ta ff ca lcula te d the  ove ra ll DCF e s tima te  by

a ve ra ging the  cons ta nt growth DCF (8.5 pe rce nt) a nd multi-s ta ge  DCF (9.5 pe rce nt)

estimates as shown in Schedule  SPI-2.

1 7

1 8

1 9

Capital Asset Pricing Model

Q. Please describe the capital asset pricing model and the premise it is based on.

20

21

22

23

24

A. The  CAP M is  a  mode l use d in pricing of s e curitie s . The  CAP M fionnula  is  ba se d on the

pre mis e  tha t the  re turn on a  s e curity is  e qua l to the  s um of a  ris k fre e  ra te  a nd a  ris k

pre mium. The  ris k fre e  ra te  portion of the  formula  compe ns a te s  a n inve s tor for the  ris k

inhe rent in inves ting in the  marke t. The  risk premium portion of the  formula  compensa te s

a n inve s tor for ta king on a dditiona l ris k. The  mode l illus tra te s  the  re la tions hip be twe e n

1 2

A.

A.

A.

6 www.bea.doc.gov

A.

I
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1

2

3

4

5

6

risk and expected return. It is useful in establishing expected returns for a security given

its risk and the returns of other securities of similar risk. In 1990, Professors Harry

Markowitz, William Sharpe, and Merton Miller earned the Nobel Prize in Economic

Sciences for their contribution to the development of the CAPM. The CAPM assumes

that investors hold portfolios sufficiently diversified to eliminate any non-systematic

(unique) risk.7

7

8 Q- Wha t is  the  ma the ma tic a l fo rmula  fo r the  CAP M?

9 The  ma the ma tica l formula  for the  CAPM is :

10

Equa tion 8 :

K = R/+,8(Rm -R,)

where : R/ = risk free rate

Rm = return on market

,8 = beta

Rm 'Rf = market risk premium

K = expected return

11

1 2

1 3

1 4

The  e qua tion s hows  tha t the  e xpe cte d re turn (K) on a  s e curity is  e qua l to the  ris k-fre e

inte re s t ra te  (Rf) plus  the  product of the  ma rke t risk pre mium ("Rp") (Rm - Rf) multiplie d

by be ta  (B) where  be ta  represents  the  risk of the  investment re la tive  to the  marke t.

1 5

1 6 Q~ What is  the  ris k free  ra te?

1 7 The risk Hee rate is the rate of return of an investment with no risk.

A.

A.

7 Brigham, Eugene F. and Ehrhardt, Michael C. Financia l Management Theorv and Practice 11"' Edition. 2005 .
Thomson South-Westem. United Sta tes . P. 182.

I
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1 Q- What rate does Staff use to estimate the risk free rate?

2 S ta ff re lie s  on the  U.S . Tre a sury se curity spot ra te s  a s  a n e s tima te  for the  risk fre e  ra te .

3

4 Q-

5

Wh y a re  U.S . Tre a s u ry s e curity s pot ra te s  a n appropria te  meas ure of the  ris k-fre e

ra te ?

6

7 b y th e  U.S .  G o v e rn m e n t.

U.S . Tre a s ury s e curitie s  a re  ge ne ra lly cons ide re d ris k fre e  a s  the y a re  is s ue d a nd ba cke d

U.S .  Tre a s u rie s  a ls o  h a v e  th e  b e n e fit  o f b e in g  v e rifia b le ,

8 objective  and readily ava ilable .

9

1 0 Q- What does beta measure'

11

1 2

1 3

1 4

15

Be ta  re pre s e nts  the  corre la tion be twe e n price  va ria tion of a n  individua l s e curity a nd the

price  va ria tion of the  m a rke t.  Be ta  is  a  m e a s ure  of s ys te m a tic  (m a rke t) ris k.  S ys te m a tic

ris k,  a s  oppos e d  to  uns ys te m a tic  (un ique ) ris k,  ca nnot be  e lim ina te d  by d ive rs ifica tion .

Inve s tors  who hold  d ive rs e  portfo lios  ca n e lim ina te  non-s ys te m a tic  ris k.  The re fore ,  only

sys te ma tic risk a ffe cts  the  cos t of e quity.

16

1 7 Q- How is the beta measurement expressed"

1 8

1 9

Be ta  is  e xpre s s e d a s  a  num e ra l.  Be ta  for the  m a rke t is  1.0. A s e curity with a  be ta  gre a te r

tha n 1.0 is  ris lde r tha n the  ma rke t, a nd a  s e curity with a  be ta  le s s  tha n 1.0 is  le s s  risky tha n

20 the  m a rke t. Th e  d e g re e  to  wh ic h  a  g iv e n  s e c u rity's  b e ta  is  g re a te r o r le s s  th a n  1 .0

2 1 indica te s  its  re la tive ly gre a te r or le s se r risk to the  ma rke t.

22

23 Q- How did Staf f  estimate Uti l i ty Source's beta?

24

25

S ta ffs  DCF a na lys is  for Utility S ource  us e s  a  be ta  e qua l to the  a ve ra ge  of the  be ta s  for the

sa mple  compa nie s . S ta ff us e d  the  be ta s  publis he d in Va lue  Line on  O c tobe r 27 ,  2006 .

A.

A.

A.

A.

A.

I
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The  a ve ra ge  of the  be ta s  is  0.82. S che dule  S P I-6 shows  the Va lue  Line be tas  and the ir

average

4 Q How did the average of the sample water utilities beta's compare to the market's

beta?

The  average be ta  of the  s ix s a mple  wa te r utilitie s  is  0.82. This  conclus ion is  ba s e d on

a ve ra ging be ta 's  publis he d in Va lue Line on Octobe r 27, 2006. As  be ta  for the  e ntire

market is  1.0, the  average  of the  sample  companies ' be tas  is  less  than the  market's  be ta

10 Q What is the implication of a 0.82 beta for the average of sample water utilities

compared to a 1.0 beta for the market"

The  implica tion is  tha t the  cos t of e quity for a  re gula te d wa te r utility is  be low the  a ve ra ge

required re turn on the  marke t

1 5 Q Please describe theexpected market risk premium(Rm-Rf)

Conceptua lly, it is  the  re turn tha t an inves tor expects  to rece ive  to compensa te  for marke t

risk. Ma the ma tica lly spe a ldng, the  e xpe cte d ma rke t risk pre mium is  the  e xpe cte d re turn

on a  marke t portfolio minus  the  risk free  ra te

20 Q Ho w m a n y ris k p re miu m CAP M a n a lys e s  d id S ta ff conduct in its  ana lys is o f Utility

Source 's  cos t of equity capita l"

S ta ff conducte d two ris k pre mium CAP M a na lys e s : curre nt ma rke t ris k pre mium a nd

his toric marke t risk premium. S ta ff ave raged the  re sults  of the  two risk premium ana lyses

to ca lcula te  a  CAPM cost of equity es timate  as  shown in SPI-2
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1 His to ric  Ma rke t Ris k P re miu m

2 Q Wha t did S ta ff us e  for the  his toric ma rke t ris k p re m iu m

S ta ff re fe rre d to  the  Ibbofs on  As s ocia te s ' S tocks , Bonds . Bills . a nd  Infla tion 2005

Yearbook and se le cte d Ibbotson's  me a sure  of the  a ve ra ge  pre mium of the  ma rke t ove r

inte rme dia te  tre a sury se curitie s  s ince  1926. Ibbotson Associa te s  ca lcula te s  the  his torica l

risk premium by ave raging the  his torica l a rithme tic diffe rences  be tween the  S&P 500 and

the  inte rme dia te -te nn gove rnme nt bond income  re turns . S ta ffs  h is to ric  ma rke t ris k

premium is  7.5 percent as  shown in Schedule  SPI-2

1 0 Cu rre n t Ma rke t Ris k P re miu m

11 Q How d id  S ta ff e s ta b lis h  the  c urre n t ma rke t ris k p re mium

Sta ff solved equa tion 8 for the  marke t risk premium us ing a  DCF de rived expected re turn

(K) of 10.48 pe rcent based on Value  Line  's current projections  for the  dividend yie ld (1 .7

note  ra te  (4 .9  pe rce nt) for the  ris k fre e  ra te  (Rf), a nd the  ma rke t be ta  of 1 .0 . S ta ff

ca lcula ted a  current marke t risk premium of 5.58 percent

1 8 Q Wh a t a re  the  re s u lts  o f S ta ff's  h is to rica l a nd  cu rre n t ma rke t ris k p re mium CAP M

analyses

S ta ff s  cos t of e quity e s tima te  is  10.9 pe rce nt us ing the  his torica l ma rke t ris k pre mium

CAPM and 9.5 pe rcent us ing current marke t risk premium C AP M

3 to 5 year growth = 40%. 1.40 L0878; (1.0878
If 10.48= 4.9% + 1(Rm- Rf), then, (Rm-Rf) = 5.58%

1.0 : .0878 or 8.78%)
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1 Q Wha t is  S ta ff's  ove ra ll CAP M e s tima te ?

S ta ffs  ove ra ll CAP M e s tima te  is  10.2  pe rce nt which is  the  a ve ra ge  of the  h is torica l

ma rke t ris k pre mium CAP M a nd the  curre nt ma rke t ris k pre mium CAP M e s tima te s  a s

shown in Schedule  SPI-2

6 VI.

7 Q

S UMMARY O F S TAFF ' S  CO S T O F E Q UITY ANALYS IS

Wha t is  S ta ffs  c ons ta n t-g rowth  DCF a na lys is  e s tima te  o f the  c os t o f e qu ity fo r the

s a mple  wa te r companies

S ta ffs  cons ta nt-growth DCF e s tima te  of the  cos t of e quity for the  sa mple  wa te r utilitie s  is

8.5 pe rce nt. The  re sults  a re  shown in S che dule  S P I-2. A summa ry of the  a na lys is  is  a s

follows

k = Dividend yield + Expected dividend growth

k = 2.8% + 5.79

k = 8.5%

1 6 Q What is Staff's multi-stage DCF analysis estimate of the cost of equity for the sample

water companies

S ta ffs  multi-s ta ge  DCF e s tima te  of the  cos t of e quity for the  sa mple  wa te r utilitie s  is  9.5

pe rce nt. The  re s ult is  pre s e nte d in S che dule  S P I-2. A s umma ry of the  a na lys is  is  a s

follows
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Compa ny Equity Cost
Estimate (k)

American Sta tes  Water
Ca lifornia  Wa te r
Aqua  Ame rica
Connecticut Wate r
Middle se x Wa te r
S JW Coin
Average

11 Q Wha t is  S ta ff's  ove ra ll DCF e s tima te  of the  cos t of e quity

S ta ff" s  ove ra ll DCF e s tima te  of the  cos t of e quity for the  s a mple  utilitie s  is  9.0 pe rce nt

This  e s tima te  is  ca lcula te d by a ve ra ging S ta ffs  cons ta nt growth a nd multi-s ta ge  DCF

estimates as shown in Schedule  SPI-2

1 6 Q Wh a t is  S ta ffs  CAP M e s tima te  of the  cos t of equity for the  s ample  companies us ing

the  h is to ric a l ma rke t ris k p re mium

Sta ff" s  CAPM es tima te  of the  cos t of equity for the  sample  companies  us ing the  his torica l

ma rke t ris k pre mium is  10.9 pe rce nt. The  re s ults  a re  s hown in S che dule  S P I-2.

summary of the  ana lys is  is  a s  follows

A

k = historical risk fitee rate + beta * historical market risk premium
m, + 0.82 * 7.5%

k = 4.8% + 6.2%
k = 10.9%

Rounded Figures
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1 Q. Wh a t is  S ta ffs  CAP M e s tima te  o f th e  c o s t of e quity for the  s a mple  compa nie s  us ing

2 the  curre nt ma rke t ris k p re miu m?

3

4

S ta ffs  CAP M e s tima te  of the  cos t of e quity for the  s a mple  compa nie s  us ing the  curre nt

The  re s ults  a re  s hown in S che dule  S P I-2. A

5

ma rke t ris k pre mium is  9 .5  pe rce nt.

summary of the  ana lys is  is  a s  followszu

6

7
8
9

10

k :: current risk free  ra te  + be ta  * current marke t risk premium
k = 4.9% + 0.82 * 5.6%
k : 4.9% + 4.6%
k = 9.5%

11

1 2 Q. Wh a t is  S ta ffs  o ve ra ll C AP M es timate  of the  cos t of e quity for the  s a mple  utilitie s ?

1 3

1 4

1 5

Staff" s  overa ll C AP M e s tima te  for the  s a mple  utilitie s  is  10.2 pe rce nt. This  e s tima te  is

ca lcula ted by ave raging the  his torica l ma rke t risk premium CAPM and the  current ma rke t

risk premium CAPM estimates  for the  sample  companies  as  shown in Schedule  SPI-2.

1 6

17 Q. Please summarize the results of Staffs cost of equity analysis.

1 8 The  following table  shows  the  re sults  of S ta ffs  cos t of equity ana lys is :

1 9

20 Table  2

Me thod
Average  DCF Es tima te
Ave ra ge  CAPM Es tima te
Ove ra ll Ave ra ge

Estimate
9.0%
10.2%
9.6%

2 1 Sta ffs  average  es timate  of the  cos t of equity of the  sample  wa te r utilitie s  is  9.6 pe rcent.

11 Rounded Figure s

A.

A.

A.

I
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1 VII.

2 Q.

F INAL CO S T O F  E Q UITY E S TIMATE S  F O R UTILITY S O URCE

Does  capita l s truc ture  influence  the  cos t of equity?

3

4

5

6

Ye s . Ca pita l s tructure  influe nce s  cos t of ca pita l. Compa nie s  with highe r de bt le ve ra ge

ha ve  highe r fina ncia l ris k. Inve s tors  re quire  a  highe r ra te  of re turn to compe ns a te  for

gre a te r ris k. Accordingly, whe n a n a pplica nt's  ca pita l s tructure  is  diffe re nt tha n the

average  of the  sample  companies an adjustment to the  cost of equity may be  appropria te  to

re fle ct the  diffe re nce  in fina ncia l risk.7

8

9 Q-

1 0

Does Utility Source's capital structure differ from the average capital structure of

the samplecompanies?

11

1 2

Ye s . S che dule  D-2 of the  a pplica tion indica te s  tha t Utility S ource  ha s  no de bt. This  de bt

free  capita l s tructure  re flects  le ss  financia l risk than the  average  of the  sample  companies .

13 The sample  companies average 51.1 percent debt and 48.9 percent equity.

1 4

1 5 Q.

1 6

Does Staff recommend an adjustment to recognize the difference in financial risk

between Utility Source and the sample companies?

1 7

1 8

1 9

20

2 1

No. S ta ff finds  tha t Utility S ource 's  ca pita l s tructure  is  a ppropria te . The  Compa ny is

priva te ly he ld a nd ha s  no a cce s s  to ca pita l ma rke ts . An e ntity tha t la cks  a cce s s  to the

ca pita l ma rke ts  ha s  compa ra tive ly le s s  a bility to ma na ge  its  ca pita l s tructure  e fficie ntly

than an entity with access  to the  capita l marke ts . There fore , an entity lacking access  to the

ca p ita l ma rke ts  s hould  a ppropria te ly ma in ta in  a  h ighe r le ve l o f e qu ity to  ma in ta in

22 fina ncia l he a lth. A downward a d jus tme n t to  re tu rn  on  e qu ity wou ld  s e rve a s  a

23 dis ince ntive  for the  Compa ny to ma inta in a  ca pita l s tructure  tha t is  a ppropria te  for its

24

A.

A.

A.

circumstances .
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1 Q What is  S ta ffs  ROE recommenda tion for Utility Source

Staff recommends an ROE of 9.6 percent

4 a m . RATE OF RETURN RECOMMENDATION

5 Q What is  Sta ff's  overa ll ra te  of re turn recommendation for Utility Source

Sta ff re commends  a  9.6 pe rcent ROR for Utility Source , S ta ffs  re commenda tion is  ba sed

on a  capita l s tructure  composed of 0 percent debt and 100 percent equity and a  9.6 percent

ROE as  shown in Schedule  SPI-1 and Table  3 be low

Ta ble  3

We ig h t  Co s t

043

Weighted
Cost

Long-te rm De bt
Common Equity

Cost of Capital/ROR

12 IX. S TAFF RES P ONS E TO COMP ANY'S  COS T OF CAP ITAL WI'1INES S  MR

13 THOMAS J . BOURASSA

14 Q Please summarize Mr. Bourassa's cost of capitalanalyses and recommendations

Mr. Boura s sa 's  cos t of ca pita l re comme nda tion is  ba se d on use  of both cons ta nt growth

a nd multi-s ta ge  growth DCF mode ls . In a ddition to the s e  mode ls , he  a ls o pe rforms  a

bond-yie ld plus  risk pre mium a na lys is  a nd a  compa ra tive  e a rning a na lys is  to support the

re sults  of his  conclus ions  from his  DCF ana lyses . Mr. Bourassa  a sse rts  tha t Utility Source

fa ce s  a dditiona l ris ks  not ca pture d by the  ma rke t mode ls , s uch a s  fina ncia l ris k a nd

Arizona 's  use  of his toric te s t ye a rs  a nd limite d out of pe riod a djus tme nts ." Mr. Boura s sa

Direct Testimony of Thomas J. Bourassa, Utility Source, L.L.C. Company, Docket no. WS-04235A-06-0303, page
15 of 34
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conclude s  tha t a  10.5 pe rce nt ROE pre s e nts  a  re a s ona ble  ba la nce  re s ulting from his

a na lys e s

4 Constant-Growth DCF

5 Q What are Staff's comments on Mr. Bourassa's sole reliance on analysts' forecasts to

6 estimate DPS growth in his constant growth DCF estimates?

S ta ff finds  Mr. Boura ssa 's  sole  re lia nce  on a na lys ts ' fore ca s ts  to be  ina ppropria te  for two

re a sons . Firs t, sole  re lia nce  on a na lys ts ' fore ca s ts  of e a rnings  growth to fore ca s t DPS  is

ina ppropria te  be ca us e  it a s s ume s  tha t inve s tors  do not inde pe nde ntly cons ide r othe r

re le va nt informa tion s uch a s  pa s t divide nd a nd e a rnings  growth. Second, ana lys ts

fore ca s ts  a re  known to be  ove rly optimis tic. S ole  use  of a na lys ts ' fore ca s ts  to ca lcula te

the  growth in divide nds  (g) re s ults  in  infla te d growth e s tima tions , a nd cons e que ntly

infla ted cos t of equity es tima tes

1 5 Q Does Staff have any comment regarding Mr. Bourassa's statement "To the extent

that past results provide useful indications of future growth prospects, analysts

forecasts would already incorporate that information Any further recognition of

the past will double count what has already occurred

Ana lys ts ' fore ca s ts  ca nnot be  us e d a s  a  proxy for inve s tors ' e xpe cta tions  for growth

Inve s tors  ha ve  a t the ir disposa l both a na lys ts ' fore ca s ts  a nd his toric growth da ta . While

a na lys ts  ma y ha ve  cons ide re d his torica l me a sure s  of growth, it is  re a sona ble  to a s sume

tha t inve s tors  re ly to some  e xte nt on pa s t growth a s  we ll. This  ca lls  for cons ide ra tion of

both a na lys ts ' fore ca s ts  a s  we ll a s  pa s t growth. Should the  e ntire  inve s tme nt community

form the ir growth expecta tions based on both ana lysts ' forecasts  and the ir own assessment

Direct Tes timony of Thomas  J . Bourassa , Utility Source, L.L.C. Company, Docket no. WS-04235A-06-0303, page
26 a nd 27 of 34
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1

2

3

4

5

6

of his toric da ta , the ir colle ctive  conclus ions  will font the  ma rke t's  e xpe cta tion for growth

a nd subse que ntly cos t of ca pita l. Furthe r, inve s tor cons ide ra tion of his torica l da ta  doe s

not ne ce s s a rily re s ult in a  double  count of the  informa tion. Inve s tors  ma y a sse ss  the

his torica l da ta  diffe re ntly tha n a na lys ts  a nd modify a na lys ts ' proje ctions  to re fle ct the ir

own a na lyse s . The  ma rke t will re fle ct inve s tors ' e xpe cta tions  re ga rdle s s  of whe the r a ny

duplica te  considera tion of his torica l da ta  takes  place  in the ir ana lyses .

7

8 Q-

9

Does Staff have any comments on the study conducted by David A. Gordon, Myron

J. Gordon and Lawrence I. Gould" that Mr. Bourassa asserts supports exclusiveuse

10 of analysts' forecasts in the DCF model?

11

1 2

13

1 4

1 5

1 6

17

Yes. The  a rticle  cite d by Mr. Boura s s a  doe s  not conclude  tha t inve s tors  ignore  pa s t

growth whe n pricing s tocks . The  a rticle  de s cribe s  tha t the  Gordon a nd Gould s tudy

cons ide re d thre e  me thods  of growth e s tima tion tha t re ly on his torica l da ta . The  a rticle

s ta tes  tha t these  three  methods  a re  "popula r/or a ttractive  methods" and "have  been wide ly

used in re sea rch on s tock va lua tion mode1s ."15 The  a rticle  a lso says , "There  is  a  wide

va rie ty of a cce pta ble  me thods  for us ing his torica l da ta  to e s tima te  future  growth."16 The

article  does  not support the  sole  use  of ana lysts ' forecast in the  DCF.

18

19 Q. Does Staff have any further evidence that Professor Gordon does not recommend

20 exclusive reliance on analysts' forecasts as the measure of growth in theDCF model?

2 1

22

Ye s . Nine  ye a rs  a fte r publis hing his  s tudy P rofe s s or Gordon a ddre s s e d the  m a tte r a t the

30"' F ina nc ia l F orum  of the  S oc ie ty o f Utility a nd  Re gula tory F ina nc ia l Ana lys ts .  In  h is

23 address  he  s ta ted:

A.

A.

14 Gordon, David A., Myron J. Gordon, Lawrence I. Gould. "Choice Among Methods of Estimating Share Yield."
TheJournal of Portfolio Management. Spring 1989. pp. 50-55. (Bourassa's direct testimony, page 26, footnote.)
15 .Ibid.
xi Reid.

I
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1

2

3

4

5

6

7

8

9

1 0

1 1

I unde rs ta nd tha t compa nie s  coming be fore  re gula tory a ge ncie s
like d  a nd  a dvoca te d  the  h igh  growth  ra te s  in  s e curity a na lys t
fore ca s ts  for a rriving a t the ir cos t of e quity ca pita l. Ins te a d of
re je c ting  the s e  fo re ca s ts ,  I unde rs ta nd  tha t FERC a nd  o the r
re gula tory a ge ncie s  ha ve  de cide d to compromis e  with the m. In
pa rticu la r, in  a rriving  a t the  cos t o f e quity for compa ny X, the
FERC ha s  de cide d  to  a rrive  a t the  growth  ra te  in  my d ivide nd
growth mode l by us ing a n a ve ra ge  of two growth ra te s . One  is
security ana lys ts  forecas t of the  short-te rm growth ra te  in ea rnings
provide d by IBES  or Va lue  Line and the  other a  more  long run and
typica lly lower figure  such a s  the  pa s t growth in GNP.

1 2

1 3

1 4

1 5

Such an ave rage  can be  ques tioned on va rious  grounds . However,
my judgme nt is  tha t be twe e n the  short-te rm fore ca s t a lone  a nd its
ave rage  with the  pas t growth ra te in GNu', the  la tte r may be  a  more
re a s dna bze figufe ." (Emphasis  added)

16

17

1 8

1 9

Simply s ta ted, if P rofe ssor Gordon were  to use  the se  ques tionable  me thods  of e s tima ting

growth ra te s , he  would te mpe r the  typica lly highe r a na lys ts ' fore ca s ts  with the  typica lly

lower GNP growth ra te  by ave raging the  two.

20

21 Q- Are there other experts who offer views that suggest sole reliance on analysts' growth

forecasts is inadvisable?22

23

24

25

26

27

Yes. Othe r fina ncia l e xpe rts  ha ve  comme nte d on the  optimis m in  a na lys ts ' growth

forecasts. S e ve ra l s tudie s  ha ve  be e n conducte d to me a s ure  this  phe nome non. In

Contra ria n Inve s tme nt S tra te gie s : The  Ne xt Ge ne ra tion David Brennan cite s  a  s tudy tha t

found tha t Va lue  Line ana lys ts  overes timated forecas ts  by 9 percent annua lly, on average

for the  1987 - 1989 pe riod.

A.

11 Gordon, M. J . Keynote Address  a t the 30"' Financia l Forum of the Society of Utility and Regula tory Financia l
Ana lys ts . May 8, 1998. Transpa rency 3.
is  See Seidel, Jeremy J. S tocks  for the Long Run. 2002. McGra w-Hill.  Ne w York. p. 100. Dre  ra n, Da vid.
Contra rian Inves tment S tra tegies : The  Next Genera tion. 1998. S imon & Schus ter. New York. pp. 97-98. Ma lkie l,
Burton G. A Random Walk Down Wall S tree t. 2003. W.W. Norton & Co. New York. p. 175.

I
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Burton Ma lkie l of P rince ton Unive rs ity s tudie d one -ye a r a nd five -ye a r fore ca s ts  ma de  by

respected ana lys ts . His  s tudy found tha t when compared to actua l ea rnings , seve ra l na ive

fore ca s ting mode ls , including growth of na tiona l income , prove d to be  more  a ccura te

The  following e xce rpt from P rofe s s or Ma llde l's  book A Ra ndom Wa lk Down Wa ll S tre e t

discusses the  results  of his  s tudy

Whe n confronte d with the  poor re cord of the ir five -ye a r growth
estimates, the  s e curity a na lys ts  hone s tly, If s he e pis hly, a dmitte d
tha t five  ye a rs  a he a d is  re a lly too fa r in a dva nce  to ma ke  re lia ble
proje ctions . The y prote s te d tha t a lthough long-te rm proje ctions
a re  a dmitte dly importa nt, the y re a lly ought to be  judge d on the ir
a bility to proje ct e a rnings  cha nge s  one  ye a r a he a d. Be lie ve  it or
not, it turned out tha t the ir one-year forecasts  were  even worse  than
the ir five -ye a r proje ctions

The  a na lys ts  fought ba ck ga me ly. The y compla ine d tha t it wa s
unfa ir to  judge  the ir pe rfo rma nce  on  a  wide  c ros s  s e c tion  o f
indus trie s , be ca us e  e a rn ings  fo r h igh-te ch  firms  a nd  va rious
cyclica l" compa nie s  a re  notorious ly ha rd to fore ca s t. "Try us on

utilitie s , " one  a na lys t confide ntly a s s e rte d At the  time  the y we re
considered among the  most s table  group of companies  because  Q
gove rnme nt re gula tion. S o we  trie d it a nd the y did 't like  it. Eve n
th e  fo re ca s ts  fo r th e  s ta b le  u tilitie s  we re  fa r o ff th e  ma rk ,-
(Emphasis added)

24 Q Is the investment community aware that analysts' forecasts are inflated or overly

optimis tic

Ye s . P roble ms  re la te d to a na lys ts ' fore ca s ts  a re  cite d in a  numbe r of fina ncia l a rticle s

wide ly a va ila ble  to inve s tors  such a s  The  Wa ll S tre e t Journa l." Logica lly, inve s tors  who

Ma llde l, Burton G. A Random Walk Down Wall S treet. 2003. W.W. Norton & Co. New York. p. 175
See Smith, Randall & Cra ig, Suzanne. "Big Firms  Had Research Ploy: Quiet Payments  Among Riva ls ." The Wa ll

S tre e t J ourna l. April 30, 2003. Brown, Ken. "Ana lys ts z S till Coming Up Ros y." The Wall S tree t Journa l. January
27, 2003. p. Cl. Ka rmin, Cra ig. "P rofit Foreca s ts  Become Anybody's  Gues s ." The  Wall S tree t Journa I. January
21, 2003. p. Cl. Ga s pa rino, Cha rles . "Merrill Lynch Inves tiga tion Widens ." The  Wa ll S tre e t./ourna l. April 11
2002. p. CO. Eps tein, Aa ron. "Ea rnings  Es tima tes  Are All Over the Map." The Wall S tree t J ourna l. Augus t 2
2001. p. Cl. Dre  ra n, Da vid. "Don't Count on thos e  Ea rnings  Foreca s ts ." Forbe s . January 26, 1998. p. 110
Coggan, Philip. "Optimism skews  predictions  EQUITIES: Data  demons tra te tha t corpora te performance reverts  to
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a re  made  aware  of the  bia s  in ana lys ts ' foreca s ts  will not re ly sole ly on those  foreca s ts  in

de cis ion ma king. S uch inve s tors  a re  more  like ly to  re ly on othe r me thods  of growth

assessment or a  combination of methods

5 Q Does Mr. Bourassa's own testimony provide comment contradicting the propriety of

sole reliance on analysts' forecasts to estimate dividend growth?

Yes. Mr. Bourassa's testimony (P. 20, lines 5 through 46) describes that an advantage of

the  compa ra ble  e a rnings  a pproa ch is  tha t it is  e a s y to  ca lcula te  a nd the  a mount of

s ubje ctive  judgme nt re quire d is  minima l.

indica te s  tha t minimizing subj e ctive  judgme nt in cos t of e quity a na lys is  is  a n a dva nta ge

In this statement Mr. Bourassa correctly

Analysts' projections are inherently subjective and prone to error.

should not be relied upon solely in growth estimation

Accordingly, the y

1 4 Q What are Staffs comments to Mr. Bourassa's testimony (P. 21, lines 19 and 20) that

states, "In the final analysis ROE estimates are subjective and should be based on

sound, informed judgment" g ive n  th a t  h e  p re vio u s ly  id e n t ifie d  m in im iz in g

subjectivity as an advantage in cost of equity models?

The subjectivity inherent in growth estimation can be reduced by inclusion of historic

growth data that is factual as opposed to sole reliance on perceptions

the mean, writes Philip Coggan." Financial Times Limited. April 24, 2004. p. 12. Thomas, Joe. "Too Good to be
True." Financial Times Business Limited. September 3, 2004. Boselovic, Len. "Heard Off the Street." Pittsburgh
Post-Gazette. March 7, 2005. BUSINESS, Pg.B~l. Jag ow, Scott. Marketplace Morning Report (radio program)
Minnesota Public Radio. October 20, 2005
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1 Q Does Mr. Bourassa make other subjective choices in his cost of equity analysis that

unneces s arily re duce  its  obje ctivity

Yes . Mr. Bourassa 's  te s timony (P . 275 lines  17 though 19) describes  tha t he  has  not used

fore ca s ts  of divide nd growth in his  DCF mode l a s  the  a ve ra ge  a ria l fore ca s t of divide nd

growth is  ve ry low. The  omis s ion of such da ta  re sults  in e xclus ion of publicly a cce s s ible

da ta  which the  inve s tme nt community ma y cons ide r in forming its  growth e xpe cta tions

Mr. Boura s s a  a ppa re ntly be lie ve s  tha t fore ca s ts  of divide nd growth a re  a ppropria te

considera tions  for cos t of equity ana lys is  but excluded them, the re fore , swaying the  results

of his  cos t of equity e s tima tion

11 Q Should DPS growth be  inc luded in  a  DCF ana lys is

Ye s . The  pre s e nt va lue  of a  s tock is  e qua l to the  pre s e nt va lue  of a ll future  divide nds

ra the r than the  present va lue  of a ll future  ea rnings . This  is  the  case  a s  not a ll ea rnings  a re

dispe rsed as  dividends . On this  ma tte r, P rofessor Je remy S iege l of the  Wharton School of

Finance  sa id

Note  tha t the  price  of the  s tock is  a lways  equa l to the  present va lue
of a ll future dividends and not the  present va lue  of future  ea rnings
Ea rnings  not pa id to inves tors  can have  va lue  only if they a re  pa id
a s  divide nds  or othe r ca sh disburse me nts  a t a  la te r da te . Va luing
s tock a s  the  p re s e n t d is coun te d  va lue  o f fu tu re  e a rn ings  is
manifes tly wrong and grea tly ove rs ta te s  the  va lue  of the  firm

Seidel, Jeremy J . S tocks  for the Long Run. 2002. McGra w-Hill.  New York. P . 93
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1

2

Multi-StageDCF

What are Staff's comments on Mr. Bourassa's sole reliance on forecasted earningsQ~

3

4

5

6

7

8

growth  for the  ne a r-te rm ("S ta g.e  - 1 growth") in  h is  multi-s tage  DCF?

It is  not like ly tha t inve s tors  re ly s ole ly on fore ca s te d e a rnings  growth a nd the re fore  his

conclus ions  a re  not like ly to re fle ct the  ma rke t's  e xpe cta tions . Inve s tors  ha ve  a  va rie ty of

me thods  a va ila ble  to the m to a sse ss  growth. Alte rna tive s  include  his toric growth which is

objective  ra the r than subjective . Additiona lly, a s  s ta ted previous ly, ana lys ts ' forecas ts  a re

known to be  infla te d or ove rly optimis tic.

9

1 0 Risk Premium

11 Q-

12

1 3

1 4

1 5

Pleas e  des c ribe  Mr. Bouras s a 's  ris k premium ana lys is .

Mr. Boura ssa  compute d the  a ve ra ge  risk pre mium for (1) a ctua l re turns  for the  te n ye a rs

1995 to 2004 a nd (2) a uthorize d re turns  for the  te n ye a rs  1996 to 2006 compa re d to the

10-ye a r Tre a s ury ra te  on Utility S ource 's  proxie s . He  the n a dde d the  a ve ra ge  ris k

premium for each me thod to the  forecas ted inte re s t ra te s  for 10-yea r Treasurie s  for 2007-

2008.1 6

1 7

1 8 Q- What are Staff's comments on Mr. Bourassa's risk premium method for estimation

1 9 of cost of equity?

20

2 1

22

This analysis is based on actual returns for his sample of water companies. This analysis

is not market based as the cost of equity is determined by the market and not by actual or

authorized returns. The analysis also relies on forecasts for interest on 10-year Treasuries.

23

24

A.

A.

A.

Analysts who forecast future interest rates have no more information upon which to

project future interest rates than what is reflected in the current rate.
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Na ncy L. J a cob  o f the  Un ive rs ity o f Wa s h ing ton  a nd  R. Richa rds on  P e ttit o f the

Unive rs ity of Hous ton note  the  following

W h ile  we  kn o w s o m e th in g  a b o u t m a n y o f th e  fa c to rs  th a t
de te rmine  inte re s t ra te s  (mone y supply, the  de ma nd for loa da ble
funds , e tc.) little  e vide nce  e xis ts  to s ugge s t the s e  fa ctors  ca n be
predicted with enough accuracy to successfully predict the  ra tes

9 Q What is Staffs comment in regard to Mr. Bourassa's statement which explains that

he selected the forecast for interest rates for 2007 - 2008 as that is the period in

which Utility Source's rates will be in effect?

Irre spective  of the  timing, it rema ins  tha t it is  a  faulty a ssumption tha t inte re s t ra te s  can be

predicted

1 5

16

Compara tive  EarningS

Pleas e  provide  a  des cription of Mr. Bouras s a 's  compara tive  earnings  ana lys isQ

In his  compa ra tive  e a rnings  a na lys is  Mr. Boura s sa  compa re s  the  re sults  of his  DCF a nd

risk premium methods  to the  actua l and authorized re turns  reported in A US Utility Reports

and to Value Line 's forecas ts  of the  composite  equity re turn for the water utility indus try

2 1 Q What are Staff's comments on this method?

Aga in, a s  with his  ris k pre mium a na lys is , Mr. Boura s s a  re lie s  on a ctua l a nd a uthorize d

re turns . As  me ntione d pre vious ly, a ctua l a nd a uthorize d re turns  a re  not ma rke t ba s e d

The  cos t of e quity is  de te rmine d by the  ma rke t, he nce , a ctua l a nd a uthorize d re turns  a re

not re liable  indica tors  of the  cos t of equity. These  me thods  a re  not cons is tent with modern

Jacob, Nancy L., R. Richardson Pettit. Investments. Irwin. Homewood, 111. 1988. p. 499
Direct Testimony of Thomas J. Bourassa, Utility Source, L.L.C..Company, Docket no. WS-04235A-06-0303, page

30 of 34
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1

2

3

financial theory. In regard to reliance on Value Line forecasts for equity return for the

water utility industry, Staff would again note that analyst's forecasts are known to be

inflated or overly optimistic.

4

5 Unique Risks

6 Q.

7

8

9

What is Staff's response to Mr. Bourassa's assertion that the market data provided

by the water utility sample does not capture all of the market risks of Utility Source

because Arizona rate regulation requires use of historical test years and recognizes

limited out of period adjustments?24

1 0

12

13

The  risk examples  cited by Mr. Bourassa  a re  examples  of unique  risks . Use  of a  his torica l

te s t yea r is  a  unique  risk and so is  use  of a  future  te s t yea r. Exis tence  of unique  risk does

not ne ce ssa rily indica te  tha t a  compa ny ha s  more  tota l risk tha n othe rs  a s  a ll compa nie s

ha ve  the ir own se t of unique  risks . More ove r, the  ma rke t doe s  not re wa rd for unique  risk

1 4 as it can be diversified away.

1 5

1 6 Q-

1 7

1 8

What is Staff's response to Mr. Bourassa's assertion that a good argument can be

made that Utility Source is not comparable to the six publicly traded water utilities

in the same group as a result of size differences"25

1 9 The Commission has previously ruled that firm size does not warrant recognition of a risk

20 pre mium. In  De cis ion No. 64727, da te d April 17, 2002, for Bla ck Mounta in Ga s , the

2 1

22

23

Commis s ion  a gre e d  with  S ta ff tha t "the  'firm s ize ' phe nome non ' doe s  not e xis t for

re gula te d utilitie s , a nd tha t the re fore  the re  is  no ne e d to a djus t for risk for sma ll lim s ize

in utility ra te  re gula tion." De cis ion No. 64282, da te d De ce mbe r 28, 2001, s ta te s , "We  do

24 Direct Tes timony of Thomas  J . Bourassa , Utility Source, L.L.C. Company, Docket no. WS-04235A-06-0303, page
15 of 34.
25 Direct Tes timony ofTholnas  J . Bourassa , Utility Source, L.L.C. Company, Docket no. WS-04235A-06-0303, page
17 and 18 of 34.

A.

A.

l
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1

2

not a gre e  with the  Compa ny's  proposa l to a s s ign a  risk pre mium to Arizona  Wa te r ba se d

on its  s ize  re la tive  to the  othe r publicly traded wa te r utilitie s  ..."

3

4 C AP M

5 Q.

6

7

8

9

1 0

1 1

1 2

1 3

Wha t is  S ta ff's  c omme nt re ga rd ing Mr. Boura s s a 's  critic is m of the  CAP M?

Mr. Bourassa  asserts  tha t the  CAPM has  questionable  assumptions  tha t underlie  the  model

tha t ha ve  de tra cte d from its  pra ctica l a pplica tion.26 The  CAP M, like  a ll othe r mode ls  for

e s tima ting the  cos t of e quity, ha s  limita tions . If a ll mode ls  e xhibiting limita tions  we re

e limina te d, no mode ls  would be  a cce pta ble . The  CAP M ha s  a  pa rticula rly be ne ficia l

qua lity tha t ma ke s  it a  pre fe ra ble  mode l. It is  ma rke t ba s e d. In The  Cos t of Ca pita l - A

P ra ctitione r's  Guide , Da vid P a rne ll indica te s  tha t, "It (CAP M) ha s  wide spre a d use  in the

inve s tme nt community, pa rticula rly by portfolio ma na ge rs  who e mploy mode m portfolio

theory 7927

1 4

1 5 .X. R E C O MME NDATIO NS

1 6 Q- Please summarize Staff's recommendations.

17

1 8

1 9

Staff recommends a 9.6 percent ROR for Utility Source. Staffs recommendation is based

on a capital structure composed of 0 percent debt and 100 percent equity and a 9.6 percent

ROE as shown Table 4 below.

20

26 Direct Testimony of Thomas J. Bourassa, Utility Source, L.L.C. Company, Docket no. WS-04235A-_6-0303, page
20 of 34.
27 Parcels, DavidC. The Cost of Capital - A Practitioner's Guide.Parnell. 1997. p. 6 - 23 .

A.

A.

t
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1 Table  4

Weighted
Cost

Long-term Debt
Common Equity

Weight Cost
0% 0%

100% 9.6%
0%

9.6%

Cost of Capital/ROR 9.6%

2

3

4

5

S ta ff furthe r re comme nds  tha t the  Commis s ion re je ct the  Compa ny's  propos e d 10.5

pe rce nt ROR. The  Compa ny's  propose d ROR is  supporte d by ROE e s tima tion me thods

tha t a re  not re liable  representa tives  of the  current cost of equity capita l.

6

7 Q- Does this conclude your direct testimony?

8 A. Yes , it does .
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v EXECUTIVE SUMMARY
UTILITY SOURCE LLC

DOCKET no. WS-04235A-06-0303

CONCLUSIONS

Based on data submitted by the Company, ADEQ has determined that the water system
(Public Water System #03-300) has no deficiencies and is currently delivering water that
meets the water quality standards required by the Arizona Administrative Code, Title 18,
Chapter 4.

ADEQ regulates the wastewater  system under  Inventory #104083,  Permit  # 32797.
ADEQ correspondence dated March 21, 2006, indicated that the facility is in compliance
with ADEQ regulations.

The U.S. Environmental Protection Agency ("EPA") has reduced the arsenic maximum
contaminant level ("MCL") in drinldng water from 50 parts per billion ("ppb") to 10 ppb.
The most recent arsenic levels at Utility Source did not exceed 10 ppb for all producing
wells. Based on this arsenic concentration, the Company is in compliance with the new
arsenic MCL.

Utility Source is  not  within any Active Management Area,  and consequently is  not
subj act to ADWR reporting and conservation rules.

A check with the Utilit ies Division Compliance Section showed that  there were no
delinquent compliance items for Utility Source.

Staff concludes that Shallow Well #4, Shallow Well #5 and Deep Well #4 were NOT
used and useful during the test year of 2005.

RECOMMENDATIONS

Staff recommends its average annual cost of $2,446 be adopted for the water testing
expense in this proceeding.

D.

F.

E.

2.

B.

c.

A.

1.

Staff has developed typical and customary depreciation rates within a range of anticipated
equipment life. These rates are presented in Table E1 for water systems, and in Table ET
for wastewater systems. It is recommended that Utility Source use these depreciation
rates by individual NARUC category on a going forward basis.
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1 INTRODUCTION

2 Q- P le a s e  s ta te  your na me , pla ce  of e mployme nt a nd job title .

3

4

5

My n a m e  is  J e a n  W .  Liu . My p la ce  o f e mp lo yme n t is  th e  Arizo n a  Co rp o ra tio n

Commiss ion ("Commiss ion"), Utilitie s  Divis ion, 1200 We s t Wa shington S tre e t, P hoe nix,

Arizona  85007. My job title  is  Wa te r/Wa s te wa te r Engine e r.

6

7 Q- How long have you been employed by the Commission?

8 I have  been employed by the  Commission s ince  October 2005.

9

1 0 Q- P le a s e  lis t your dutie s  a nd res pons ibilitie s .

11

1 2

1 3

1 4

1 5

1 6

As a Wa te r/Wa s te wa te r Engine e r, m y re spons ibilitie s include the inspe ction,

inve s tiga tion, a nd e va lua tion of wa te r a nd wa s te wa te r sys te ms , pre pa ring re cons truction

cos t ne w a nd/or origina l cos t s tudie s , cos t of s e rvice  s tudie s  a nd inve s tiga tive  re ports ,

providing te chnica l re comme nda tions  a nd s ugge s ting corre ctive  a ction for wa te r a nd

wa s te wa te r s ys te ms , a nd providing writte n a nd ora l te s timony on ra te  a pplica tions  a nd

other cases before  the  Commission.

1 7

1 8 Q. How ma ny compa nie s  ha ve  you a na lyze d for the  Utilitie s  Divis ion?

1 9

20

I ha ve  a na lyze d a pproxima te ly 17 compa nie s  cove ring va rious  re s pons ibilitie s  for the

Utilitie s  Divis ion.

2 1

22 Q- Have  you previous ly tes tified before  this  Commis s ion?

23 Yes, I have  te s tified be fore  this  Commiss ion.A.

A.

A.

A.

A.

I
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1 Q What is your educational background"

I a m a  P h.D. Ca ndida te  in  Ge ote chnica l Engine e ring from Arizona  S ta te  Unive rs ity

("AS U"). I ha ve  a  Ma s te r of S cie nce  De gre e  in Na tura l S cie nce  from AS U a nd a  Ma s te r

o f S c ie nce  De gre e  in  Civil Eng ine e ring  from Ins titu te  o f Rock 8 ; S o il Me cha n ics

("IRS M"), Aca de my of S cie nce s , China

7 Q- Brie fly de s cribe  your pe rtinent work expe rience

From 1982 to 2000, I was  employed by IRSM, SCS Enginee rs , and URS Corpora tion a s  a

Civil a nd Environme nta l Engine e r. In  2 0 0 0 ,  I jo in e d  th e  Arizo n a  De p a rtme n t o f

Environme nta l Qua lity ("ADEQ"). My re s pons ibilitie s  with ADEQ include d re vie w a nd

approva l of wa te r dis tribution sys tems, sewer dis tribution sys tems, and on-s ite  wastewate r

tre a tme nt fa cilitie s . I re ma ine d  with  ADEQ un til tra ns fe n iNg to  the  Commis s ion  in

October 2005

1 5 Q Please state your professional membership, registrations, and licenses

I am a  licensed profess iona l civil enginee r in the  S ta te  of Arizona

1 8 P URP OS E OF TES TIMONY

1 9 Q

20

Were  you as s igned to  provide  S tamPs  engineering ana lys is  and recommenda tion for

Utility S ourc e  LLC ("Utility S ourc e " o r "Compa ny") in  th is  p roc e e d ing

Ye s . I re vie we d Utility S ource 's  a pplica tion a nd re s pons e s  to  da ta  re que s ts , a nd I

ins pe cte d the  wa te r a nd s e we r s ys te ms  on Augus t 29, 2006. This  te s timony a nd its

a ttachment present S ta ffs  engineering eva lua tion
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1 E NG INE E R ING  R E P O R T

2 Q P le a s e  de s cribe  the  a tta che d Engine e ring Re port, Exhibit J WL

Exhibit ILL pre s e nts  the  de ta ils  a nd a na lys e s  of S ta ffs  findings , a nd is  a tta che d to this

dire ct te s timony. Exhibit J WL conta ins  the  following ma jor topics : (1) a  de s cription of

the  water and wastewater systems and the  processes , (2) water use  and wastewater flows

(3) growth, (4) complia nce  with the  rule s  of the  ADEQ, Arizona  De pa rtme nt of Wa te r

Re s ource s  ("ADWR"), a nd the  Commis s ion, (5) de pre cia tion ra te s , (6) curta ilme nt pla n

ta riff.

S ta ffs  conclus ions  and recommenda tions  from the  enginee ring report a re  conta ined in the

Executive  Summary", above

1 3 Q Does this conclude your direct testimony

Yes. Ir does



A n

ENGINEERING REPORT

UTILITY SOURCE LLC
DOCKET no. WS-04235A-06-0303 (RATES)

DECEMBER 22. 2006

LOCATION OF UTILITY S OURCE LLC ("UT1L1TY S OURCE" OR "COMP ANY")

Utility S ource  is  loca te d  a pproxima te ly e igh t mile s  we s t o f Fla gs ta ff,  ne a r Be lle mont in
Coconino County. Figure  A-l s hows  the  loca tion of Utility S ource  within Coconino County a nd
Figure  A-2 shows the  ce rtifica ted a rea

DES CRIP TION OF WATER AND WAS TEWATER S YS TEMS

Water System

The water and wastewater systems were  fie ld inspected on August 29, 2006, by Jean W Liu, S ta ff
Utilitie s  Enginee r, in the  accompaniment of Ga ry Bulechek, repre senting Utility Source

Utility S ource 's  wa te r Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity ("CC&N") ha s  a pproxima te ly
230 acres  and wastewater system CC&N has approximate ly 291 acres

The  wa te r sys te m cons is ts  of nine  we lls , two s tora ge  ta nks , boos te r sys te m, a nd a  dis tribution
s ys te m s e rving 337 cus tome rs  during the  te s t ye a r of 2005. S ta ff conclude s  tha t the  e xis ting
water system has adequate  infrastructure  to serve  the  existing customer base

S ha llow We ll #4 a nd S ha llow We ll #5 ha ve  not be e n use d for la s t thre e  ye a s  a ccording to Mr
J e re my McCa le b, a  ce rtifie d wa te r a nd wa s te wa te r ope ra tor for Utility S ource . De e p We ll #4
wa s  not conne cte d to the  e xis ting wa te r sys te m for the  te s t ye a r of 2005 . S ta ff concludes  tha t
Sha llow Well #4, Sha llow Well #5 and Deep We ll #4 we re  NOT used and use ful during the  te s t
year of 2005

A.

B.

A sys te m sche ma tic is  shown in Figure  B-l with de ta ile d pla nt fa cility de scriptions  a s  follows



55-503545
l
f
I

7
S ha llow We ll #l

1 10 215 2 1982

1997

9
I 55-515324

55-564258IA

S ha llow Well #2 1 5 105 8 2

Sha llow Well #3 2 7 240 6 2

S ha llow Well #4 2 12 300 7 1998

I2004

55-593267
Q Deep Well #1 10 11 1947 8 2

55-598834

55-203241

i|I
I

De e p We ll #2 50 23 2100 8 2

De e p We ll #3 125 72 2801 10 2

55-598623I
Sha llow Well #5 2 10 300 6

I 55-206887I
I

Deep Well #4 371 2908 16 2005 I

Ca s ing
S ize

(inche s )

1997

1998

2002

2003

2004

Ca pa c ity
(Ga llons )

Quantity
(Each)

I 422,000 1

258,000 1
!

680,000Totals: 2

P a ge  2 EXHIBIT JWL

Ta ble  1 .  We ll Da ta

P ump

(HP )

Note : GPM = ga llons per minute

Table  2. S torage  Tarlks

Table 3. Booster Systems

Quantity



I Diameter Mate ria l Length (in fee t)

V- 6-mch
8-mch

1
I

900
14,563

12-inch c-900 5,860

..__.,

ISize QuantityI
) 3/4-inch i340

1~1/2-inch |

r3

2-inch l
iI

Tota l 344

l

l

4

SizeI
I
I

Quantity

I Standard 33

Page  3 EXHIBIT JWL

Ta ble  4. Wa te r Ma ins

Ta ble  5. Cus tome r Me te rs

Ta ble  6 .  F ire  Hydra nts

Wastewater System

The  opera tion of the  wastewate r system consis ts  of a  wastewate r trea tment plant, two viii s ta tions
a nd colle ction sys te m se rving a pproxima te ly 337 s e rvice  la te ra ls  during the  te s t ye a r of 2005
Wa s te wa te r tre a tme nt is  provide d by a  150,000 ga llon pe r da y ("god") S ANTEC a ctiva te d
s ludge  process  with De-nitrifica tion. The  plant ha s  been ope ra ting a t approxima te ly 45,000 god
S ta ff conclude s  tha t the  e xis ting wa s te wa te r s ys te m ha s  a de qua te  infra s tructure  to s e rve  the
existing customer base



Name or Description Plant Items Loca tion

P lant #1
37,500 gallon per day ("GPD")

extended aeration, step feed system

Near Inte rsection of
Shadow Mounta ln and

Be lle m ont S prigs
Roads

P lant #2 100,000 GPD extended aeration ¥Same as above

Loca tion
Qua ntity of

Pumps
Horsepower

per Pump
Capacity per
P ump (GP M)

Wet Well
Capacity (gals.)

I

Bellemont Trave l
Center

2 1.5 50 1,500 r
8,0002 3.0 150

I

P a ge  4 EXHIBIT JWL

Table 1. Wastewater Treatment Plant

Table 2. Lift Stations

Notes: GPM = gallons per minute and gals = gallons



Ma te ria lS ize

I - N
Length (Fee t) i

4-lnch SDR-35 2,200

I

2,200 Il Total :

Type Quantity

60Standard

9

IQua ntity

1 a

i

Ma te ria lDiameter Length (Fee t)
'|

I

4

8-1nch SDR-35
|

16,224
36012-inch SDR-35

I

I

I

I
I

I16,584I Total :

P a ge  5 EXHIBIT JWL

Ta ble  3. Force  Ma ins

Ta ble  4. Ma nhole s

Ta ble  5. Cle a nouts

Ta ble  6 .  Colle c tion Ma ins

a
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Table 7. Service Laterals

A system schematic is shown for the wastewater treatment plant ("WWTP") in Figure B-2

WATER USE

Water Sold

Based on the information provided by Utility Source, water use for the year 2005 is presented in
Figure C-1. Customer consumption experienced a  high monthly average water  use of 236
gallons per day ("GPD") per connection and a low monthly average water use of 122 GPD per
connection for an average annual use of 171 GPD per connection

Non-Account Water

Non-account water should be 10% or less and never more than 15%. It is important to be able to
reconcile the difference between water  sold and the water  produced by the source.  A water
balance will allow a water company to identify water and revenue losses due to leakage, theft
and flushing. The Company reported 20,798,494 gallons pumped and 19,575,654 gallons sold
resulting in a water loss of 5.88% for 2005. Non-account water is within acceptable limits

Wastewater Flows

Based on the information provided by the Company,  wastewater  flow for  the year  2005 is
presented in Figure D-1. Customers experienced a high monthly average wastewater flow of 180
GPD per connection and a low monthly average wastewater flow of 127 GPD per connection for
an average annual wastewater flow of 151 GPD per connection

GROWTH

Dur ing the tes t  year  2005,  Ut ility Source had approximately 337 water  and wastewater
customers. It is projected that Utility Source could have approximately 537 water customers by
2010, and 789 wastewater customers by 2010 because two proposed developments have their
own water supply

D.

c.
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ARIZONA
("ADEQ")

DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE

Compliance

Based on data submitted by the Company, ADEQ has determined that the water system (Public
Water System #03-300) has no deficiencies and is currently delivering water that meets the water
quality standards required by the Arizona Administrative Code, Title 18, Chapter 4. (ADEQ
report dated February 7, 2006).

Arsenic

T he U.S .  Environmenta l P rotect ion Agency ("EPA") has  r educed the a r senic maximum
contaminant level ("MCL") in drinking water from 50 parts per billion ("ppb") to 10 ppb. The
most recent arsenic levels at Utility Source did not exceed 10 ppb for all producing wells. Based
on this arsenic concentration, the Company is in compliance with the new arsenic MCL.

Wastewater

Compliance Status

ADEQ regulates the wastewater  system under  Inventory #104083,  Permit # 32797.  ADEQ
correspondence dated March 21, 2006, indicated that the facility is in compliance with ADEQ
regulations.

Water Testing Expense

The Company is subject to mandatory participation in the Monitoring Assistance Program
("MAP"). Starting January 1, 2002, water companies paid a fixed $250 per year fee, plus an
additional fee of $2.07 per service connection ($2.57 per service connection minus $0.50 refund
per service connection) regardless of meter size for participation in MAP. Participation in the
MAP pr ogr a m is  ma nda tor y for  wa ter  sys t ems ,  which ser ve les s  t ha n 10 , 000  per sons
(approximately 3,300 service connections). The Company has 337 service connections for
calendar year 2006, so the MAP fee is $947.59.

The Company reported its water  testing expense at $8,553 during the test year. Staff has
reviewed the Company's testing expense and has recalculated the testing costs based on the
Company's laboratory costs. Table A shows Staffs annual monitor ing expense estimate of
$2,446 with participation in the MAP.

F.

E.

i



Tota l Colifonn - monthly 1200$20 180 3600

Inorga nics  (84 s e conda ry) MAP MAP MAP MAP

MAPy Ra dioche mica l - (1/ 4 yrs ) MAP

iIOC's , S OC's , VOC's

Nitrite s

MAP

MAPMAP

Nitra te s  - a mlua l $18 1 5 270 90

Asbestos  - per 9 years

Lead & Copper - annua l

MAP MAP
$25 25 250 208

\ MAP fees  (annua l) $948

$2,446Tota l

No . o f
tests per
3 years

Annua l Cos t

Monitoring - Based on 5
sampling points

(Tests per 3 years, unless
noted.)

Cos t
pe r
test

L r Page 8 EXHIBIT JWL

Table A. Water TestingExpense

l

S ta ff re comme nds  its  a nnua l wa te r te s ting e xpe ns e  of $2,446 be  us e d for purpos e s  of this
a pplica tion.

G. ARIZONA DEPARTMENT OF WATER RESOURCES ("A1;>wR"> COMPLIANCE

Utility Source is not within any Active Management Area, and consequently is not subject to
ADWR reporting and conservation rules.

ARIZO NA CORP ORATION
COMP LIANCE

CO MMIS S IO N o r ==COMMISSION")

A che ck with the  Utilitie s  Divis ion Complia nce  S e ction s howe d tha t the re  we re  no de linque nt
compliance  items  for Utility Source  (Ema il da ted May 26, 2006).

DEP RECIATION RATES

In recent orders , the  Commission has  been shifting away from the  use  of composite  ra tes  in favor
of individua l de pre cia tion ra te s  by Na tiona l As s ocia tion of Re gula tory Utility Commis s ione rs
("NARUC") ca te gory. (For e xa mple , a  uniform 2.50 pe rce nt compos ite  ra te  would not re a lly be
a ppropria te  for e ithe r ve hicle s  or tra nsmis s ion ma ins  a nd ins te a d, diffe re nt spe cific re tire me nt
ra tes should be used.)

S ta ff ha s  de ve lope d typica l a nd cus toma ry de pre cia tion ra te s  within a  ra nge  of a nticipa te d
e quipme nt life . The s e  ra te s  a re  pre s e nte d in Ta ble  El for wa te r s ys te ms  a nd in Ta ble  ET for

r

H.

1.

*
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wastewater systems. It  is recommended that Utility Source use these depreciation rates by
individual NARUC category on a going forward basis.

CURTAILMENT PLAN TARIFF

Utility Source has a curtailment plan tariff filed with the ACC.

J .

I
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Coconino County Map .. Figure  A-1

Ce rtifica te d Are a .. Figure  A-2

Water System Schematic .Figure  B-1

Sewer System Schematic .. . . . . . .Figure  B-2

Water Use .. ...Figure  C-1

Wastewate r Flow . ,...Figure  D-1

TABLES

Water Depreciation Rates .. ...Table  EL

Wastewater Deprecia tion Rates .. ........Table ET
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NARUC
Acct. No.

De pre c la ble  P la nt
Ave ra ge

S e rvice  Life
(Ye a rs )

An n u a l
Ac c ru a l

Ra te  (%)

304 S truc ture s  & Im prove m e nts 30 3.33

6.67

305 Colle c ting  & Im pound ing  Re s e rvo lrs 40

306 La ke ,  Rive r,  Ca na l In ta ke s 40

307 Wells  & Springs 30

308 In filtra tion  G a lle rie s 15

309 Raw Wate r Supply Mains 50 2.00
310 P owe r G e ne ra tion  Equipm e nt 20 5.00

2.50

2.50

3.33

311 P um plng  Equlpm e nt 8 12.5
»=

8:3
|

I

I
I
I

320

320.1

Water Treatment Equipment
;

Water Treatment Plants 30 3.33
I 320.2 S olution Che m ica l Fe e de rs 5 20.0 l

i

330I

330.2I

Distribution Reservoirs & Standpipes >»_* 9%

>=§<<a4

2.22 i

f*
2 ,» ;

S tora ge  Ta nks 45

P res s ure  Ta nks 20 5.00

2.00 13 3 1 Tra ns m is s ion  & Dis tribu tion  Ma ins 50
I

333 S e rvice s 30 3.33
i 334 Mete rs 12 8.33 I

335

339I
I

Hydra n ts 50 2.00
Ba ckflow P re ve n tion  De vlce s 15 16.67
Other P lant & Misc Equipment 15 6.67

340 O ffice  Fu rn itu re  & Equ lpm e n t 15 16.67
I 340 .1 Com pute rs  & S oftwa re 5 20.00

20.00 43 4 1 Tra ns porta tion  Equlpm e nt 5

342

344

S tore s  Equipm e nt 25 4.00
I

343 Tools ,  S hop & Ga ra ge  Equipm e nt 20

La bora to ry Equipm e nt 10

I

5.00

10.00

10.00

5.00; 345 P owe r Ope ra te d  Equipm e nt 20
.

I 346 Com m unica tion  Equipm e nt 10

347 Miscellaneous Equlpment 10 10.00
348 Othe r Ta ngible  P la nt 10 10.00 1

4

Ta ble  El. Wa te r De pre cia tion Ra te s

»
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I 364

366

Flow Me a suring De vlce s 10 10.0
10.00Flow Me a suring Ins ta lla tions 10

Reuse Services 50 2.00

8.33367 Re use  Me te rs  & Me te r Ins ta lla tions 12

374

Re ce iving We lls 30 3.33

2.50

Pumping Equipment 8
Reuse  Dis tribution Rese rvoirs 40

375 Reuse  Transmiss ion & Dis tribution Sys tem 40

I 380
381

Trea tment & Disposa l Equipment 20 I5.0
Plant Sewers 20 5.0

382 Outfa ll Sewer Line s 30 3.33

NAR UC
Acct. No.

Depreciable  P lant
Ave rage

S e rvice  Life
(Ye a rs )

xAnnua l
Accrua l Ra te

(%)
354 Structure s  & Improvements
355 Power Genera tion Equlpment
360 Colle ction Se we rs  - Force
361 Colle ction S e we rs - Gra vity
362 Specla l Collecting S tructures
363 Services to Customers

30 3.33
20 5.00
50 2.0
50 2.0

50 2.0
50 2.0

8.33
3.33

12.50

2.50

370
371

389 Othe r P lant & Misce llaneous  Equlpment 15
390 Office  Furniture  & Equlpme nt 15

390.1 Compute rs  & Software 5

391 Transporta tion Equipment 5

392 Stores Equlpment 25

393 Tools , Shop & Garage  Equlpment 20
394 Labora tory Equipment 10

395 Power Opera ted Equlpment 20

6.67
6.67
20.0

10.0

6.67
20.0

20.0

4.0
5.0

10.0

5.0
396 Communica tion Equipment 10 10.0
397 Misce llaneous  Equipment 10 10.0
3981 Other Tangible  P lant

'I

Table  ET. Wastewater Deprecia tion Rates

NOTE : Acct. 398, Other Tangible Plant may vary from 5% to 50%. The depreciation rate
would be set in accordance with the specific capital items in this account.

I
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28

27

26

24 Original and thirteen (13) copies
of the foregoing were filed this

25 19"' day of March, 2007 with:

23

22

2 1

20

19

1 7

18

1 6

1 5

1 4

S ta ff of the  Arizona  Corpora tion Commis s ion he re by file s  the  S urre butta ] Te s timony of

13 Je ffre y M. Michlik a nd S te ve n P , Irvine  of the  Utilitie s  Divis ion, in the  a bove -re fe re nce d ma tte r.

1 2

1 0

1 1

9

8

7

6

5

4

2

3

1

Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

. l

IN THE MATTER OF THE APPLICATION OF
UTILITY SOURCE, L.L.c. FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PROPERTY AND
FOR AN INCREASE IN ITS WATER AND
WASTEWATER RATES AND CHARGES FOR
UTILITY SERVICES.
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EXECUTIVE SUMMARY
UTILITY SOURCE, LLC-WATER DIVISION

DOCKET no. W-04235A-06-0303

S ta ffs  s urre butta l te s timony re comme nds  re vis e d ra te s  tha t would incre a s e  ope ra ting
revenues  by $192,688 to produce  ope ra ting revenues  of $367,015 re sulting in ope ra ting income
of $171,466, or a  110.53 .pe rce nt incre a s e  ove r te s t ye a r re ve nue s  of $174,327. S ta ff a ls o
recoinniends a  revised fa ir va lue  ra te  base  of 32,752,271 .

Revenue  Requirement

S ta ff re s ponds  to the  Compa lly's  re s cis s ion of its  propos a l to include  350 proje cte d
customer homes in the  ra te  applica tion, and Staff' s  a tTempt to a llevia te  ra te  shock.

Rate Base

S ta ff furthe r comme nts  on why the  Compa ny chos e  to re s cind its  propos a l ba s e d on
Sta ff' s  adjus tments  to ra te  base , and why S ta ff ha s  now de cide d to  include  a  de e p we ll. In
a dd ition ,  S ta ff re s ponds  to  the  Compa ny's  a d ju s tme n t to  a ccumula te d  a mortiza tion  o f
contributions  in a id of cons truction ("CIAC").

Income Sta tement

S ta ff re sponds  to the  Company's  unfounded and incorrect a sse rtions  rega rding why S ta ff
origina lly accepted the  Company's  proposa l.

Rate  of Return on Rate  Base

S ta ff e xpla ins  why it re comme nds  a  downwa rd a djus tme nt to the  Compa ny's  ra te  of
re turn on ra te  base , and the  benefits  it will have  on current and future  ra te  payers .

Ra te  Des ign

Staff recommends and comments on the  new ra te  design.
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1 INTRODUCTION

2 Q Please state your name, occupation, and business address

My na me  is  J e ffre y M. Mich lik.  I a m a  P ub lic  Utilitie s  Ana lys t V e mp loye d  by the

Arizona  Corpora tion  Commis s ion  ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion

("S ta ff'). My bus iness  address  is  1200 West Washington S tree t, Phoenix, Arizona  85007

7 Q Are  you  the  s a me  J e ffre y M. Mic h lik who file d dire ct te s timony in this  ca s e

10 Q Wh a t is the  purpos e  of your s urrebutta l te s timony in this  proce e ding

The  purpose  of my surrebutta l te s timony in this  proceeding is  to provide  S ta ff' s  re sponse

to the  re butta l te s timony of Utility S ource , LLC ("Compa ny") witne s s , Mr. Thoma s  J

Bourassa , regarding revenue requirement, ra te  base , operating revenues and expenses, and

ra te  des ign

16 Q P le a s e  e xpla in how S ta ff's  s urre butta l te s timony is  orga nize d

Staff" s  surrebutta l testimony is  genera lly organized to present issues in the  same sequence

as  presented in Mr. Bourassa 's  rebutta l te s timony

20 Q Does Staff's lack of response to a particular issue mean it is accepting the Company's

pos ition on tha t is s ue

No. S ta ffs  la ck of re s pons e  to  a ny is s ue  in  th is  s urre butta l te s timony s hould not be

cons trued a s  agreement with the  Company's  rebutta l te s timony, ra the r, whe re  the re  is  no

response, S ta ff re lie s  on its  origina l dire ct te s timony
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1 RES P ONS E TO MR. THOMAS  J .  BOURAS S A'S  REBUTTAL TES TIMONY

2 Revenue Requirement

Has Staff  reviewed Mr.3 Q- Bourassa's rebuttal testimony regarding revenue

4 requirement?

5 Ye s .

6

7 Q. Please summarize the proposed and recommended revenue requirement, revenue

8 increase, and percentage increase.

9 The proposed and recommended revenue requirement, revenue increase, and percentage

10 incre a se  a re  a s  follows :

1 1

12

13

14

15

16

17

Company-Direct

Staff-Direct

Comp any-Rebuttal

Staff-Surrebuttal

Revenue Requirement

$575,955

$367,449

$382,l87

$367,015

Re ve nue  Inc re a s e

$401,245

$193,122

$291,420

$192,688

P e rce nta ge  Incre a se

230.17 pe rce nt

110.78 pe rce nt

321 .06 pe rcent

110.53 pe rce nt

18 Q- What has  the  Company changed s ince  it filed its  direc t tes timony?

19

20

2 1

22

23

24

25

26

A.

A.

A. The Company now wants to rescind its proposal to include 350 future customer homes in

the rate application. See Rebuttal Testimony of Thomas J. Bourassa ("Bourassa RT") at 2.

This results in an elimination of pro forma revenue in the amount of $83,560 from

adjusted test year revenues of $277,740. In an effort to alleviate rate shock to current and

future customers, as originally proposed by the Company, Staff will accept the Company's

counter proposal to include some plant in service that it would ordinarily not accept, (as

explained in Staffs direct testimony), and as a result will include the pro forma revenues

in the amount of $83,560. See Staff Surrebuttal Schedule W~4.
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1 Q- Why does the Company now want to rescind its proposal?

S ta ff re comme nde d tha t the  Compa ny's  origina l cos t ra te  ba s e  ("OCRB"), which in this

ca s e  is  e qua l to  the  fa ir va lue  ra te  ba s e  ("FVRB"), be  re duce d by $1,025,721. This

trigge re d the  Compa ny's  de cis ion to re scind its  re ve nue  proposa l of including 350 future

customers. See  Bourassa  RT at 5

7 Q Was the C0n1pany's original offer in the application to include the 350 future

customers unusual?

Ye s , a s  s ta te d in S ta ffs  dire ct te s timony. S e e  Dire ct Te s timony of J e ffre y M. Michlik

("Michlik DT") a t 15

1 2 Q Did  S ta ff a cce pt the  Compa ny's original propos a l to include thes e 350 future

cus tomers?

Ye s . Se e  Michlik DT a t 17

1 6 Q. Why did S ta ff a cce pt the  Compa ny's o rig ina l propos a l?

1 8

As s ta te d in S ta ffs  dire ct te s timony, the  Compa ny wa s  willing to a me liora te  ra te  shock to

its  current and future  cus tomers  by including these  350 cus tomers  in its  pro forma  revenue

a nd ra te  de s ign, a nd a s  a  re s ult S ta ff wa s  willing to  a cce pt the  Compa ny's  orig ina l

proposa l

22 Q Now tha t the  Compa ny ha s  withdra wn its  origina l propos a l in  its  re butta l te s timony

wha t is  S ta ff's  pos ition

S ta ffs  pos ition is  uncha nge d from its  dire ct te s timony, othe r the n S ta ff will a cce pt the

Colnpa ny's  propos a l to include  s ome  pla nt (De e p We ll #4) in s e rvice  tha t S ta ff did not

include  in its  dire ct te s timony
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l Rate Base

2 Q- Has Staff reviewed Mr . Bourassa's rebuttal testimony regarding rate base?

3 Ye s .
1

4

5 Q- Would Staff please identify each party's respective rate base recommendations?

6 Yes. The  ra te  bases proposed and recommended by a ll parties  in the  case  are  as  follows:

7

8

9

10

11

12

13

Compa ny-Dire ct

S ta ff-Dire ct

Company-Rebutta l

S ta ff-Surrebutta l

OCRB

$3,079,513

$2,048,228

$2,053,792

$2,752,271

FVRB

$3,079,513

$2,048,228

$2,053,792

$2,752,271

14 Q-

15

Why has Staff increased its rate base by $704,043, from $2,048,228 in the direct

testimony filed to $2,752,271 in the surrebuttal testimony?

16

17

S ta ff, a fte r re vie wing the  Compa ny's  re butta l te s timony, ha s  incre a s e d the  ra te  ba s e  in

orde r to ma tch ra te  ba s e  with cus tome rs , i.e ,, include  the  future  we ll tha t will s e rve  the

18 future  customers as proposed by the  Company.

19

20 Q-

21

In the Company's rebuttal testimony it now appears that the Company wants to

rescind its proposal to include 350 customers in its application. Is that correct?

22

23

24

25

26

27

A.

A.

A.

A. Ye s , the  Compa ny now s ta te s  tha t "This  growth ma y not ma te ria lize  for s e ve ra l ye a rs

especia lly given tha t the  housing sector has  experienced a  s ignificant downturn in the  pas t

ye a r or so. By e xcluding pla nt from ra te  ba se  which is  ne ce ssa ry to se rve  future  growth,

the  ris k to the  Compa ny is  gre a tly ma gnifie d a nd which the  Compa ny is  not willing to

a cce pt. If S ta ff is  not going to a cknowle dge  thos e  pla nt a dditions , the  cus tome rs  to be

served by tha t plant mus t a lso be  excluded." See  Bourassa  RT a t 2.
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1 Q- Can you please elaborate on this?

2

3

4

5

6

Ye s , S ta ff ma de  $961,229 in a djus tme nts  (re ductions ) to pla nt in se rvice , of this  a mount

$224,646 de a ls  with cos ts  tha t a re  miscla s s ifie d or double  counte d, which the  Compa ny

doe s  not dis pute . The  re ma ining ba la nce  of $736,583, is  re la te d to De e p We ll # 4, a nd

was  found not to be  used and use ful in the  te s t yea r. It is  because  of this  adjus tment tha t

the  Compa ny now wa nts  to re s cind its  propos a l to include  the  future  growth of the  350

7 customers  as  summarized be low:

8

9

1 0

11

1 2

1 3

1 4

"The  we ll is  functiona l and is  be ing used to conduct ce rta in ADWR required te s ts , but it is

not inte rconne cte d to the  sys te m. The re fore , the  Compa ny doe s  not disa gre e  with S ta ff

However, Deep Well # 4 is  necessa ry to se rve  the  future  growth of the  350 cus tomers . As

I previous ly te s tified, because  this  plant has  been excluded from ra te  base  a t this  time , the

Compa ny is  no  longe r p ropos ing  pro  Ronna  re ve nue s  fo r the  fu tu re  g rowth  in  the

de termina tion of the  revenue  requirement and ra te  increase ." See  Bourassa  RT a t 4.

15

1 6 Q-

1 7

18

Is Staff willing to accept the Company's rebuttal argument that it should be allowed

to include deep well # 4 in rate base, as the future growth of the 350 customers in the

water division depends on this well?

1 9 Yes . This  adjus tment is  shown on Surrebutta l Schedule  JMM-W4.

20

2 1 Q.

22

Staff usually does not include in rate base, plant that is not used and useful in the test

year. Why is this case any different?

23 Sta ff would not norma lly include  in ra te  ba se , plant tha t is  not used and use ful in the  te s t

24 ye a r.

25

A.

A.

A.

case,

Howe ve r, a s  me ntione d e a rlie r a s  a  be ne fit to curre nt a nd future  ra te pa ye rs  in this

a nd a s  a n  a tte mpt to  a me liora te  ra te  s hock, S ta ff ha s  de cide d  to  a cce pt the
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1 Compa ny's  offe r. The  re sults  of the se  be ne fits  will be  cle a rly e xpla ine d in the  ra te  de s ign

section.2

3

4 Q. Does Staff agree that Deep Well # 4 is needed to service the additional 350 future

5 customers?

6

7

8

Ye s , a ccording to S ta ffs  Engine e r the  Compa ny will ne e d this  we ll to s e rvice  the  350

future  cus tomers . As  the  Company will need this  we ll to se rvice  the  future  350 cus tomers ,

a nd S ta ff is  including the  re ve nue  from the se  350 cus tome rs , it is  logica l tha t we  include

this  amount in ra te  base .9

1 0

11 Q-

12

Since this is a combined water and wastewater case did the Company also make a

similar proposal in its direct testimony for the wastewater division?

1 3

1 4

Ye s , the  propos a l is  ide ntica l to the  wa te r divis ion, in which the  Compa ny propos e d to

include  future  growth of 350 cus tomers .

15

1 6 Q. Does the Company still continue to propose to include future growth of 350

customers for the wastewater division?1 7

18

1 9

20

2 1

Ye s , the  Compa ny comme nts  tha t "At this  s ta ge  of the  proce e ding the  Compa ny ha s  not

changed its  pos ition on including pro forma  revenues  in the  de te rmina tion of the  revenue

re quire me nt a nd ra te  incre a s e  for the  s e we r divis ion. Unlike  the  wa te r d ivis ion , the

was tewa te r divis ion presently has  capacity tha t will se rve  a t lea s t a  portion of the  demand

from those  350 customers ." See  Bourassa  RT a t 9.22

23

24 Q- S o , if you  inc lude  the s e  350  cus tome rs  in  the  wa s te wa te r d ivis ion , is  it log ica l to

include  the s e  350 cus tome rs  in the  wa te r divis ion?

26

A.

A.

A

A.

Yes
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1 Q Mr. Bourassa states that accumulated amortization of Contributions in Aid of

Construction ("CIAC") should be increased to reflect 2 years of amortization. See

Bourassa RT at 6. DoesStaff accept this number"

Ye s . Howe ve r. the  a mount will d iffe r due  to  S ta ffs  CIAC a mortiza tion  ra te  which  is

ca lcula te d from the  pla nt in s e rvice  de pre cia tion compos ite  ra te . S ta ffs  a djus tme nt

decreases  accumula ted amortiza tion by $500, from $16,694 to $16,194 a s  the  a ssocia ted

a ccumula te d  a mortiza tion  s hould  include  2  ye a rs  o f a mortiza tion  (us ing  a  % ye a r

conve ntion) s ta rting in 2004. This  a djus tme nt is  s hown on S urre butta l S che dule  J l\/IM

11 Income Statement

12 Q Has Staff reviewed Mr. Bourassa's rebuttal testimony regarding the income

statement?

16 Q Please comment on Mr. Bourassa's statement that Staffs acceptance of the

Company's direct proposal to include the 350 projected customers is justified in

order to further penalize theCompany? See Bourassa RT at 9

This  s ta te me nt is  unfounde d a nd incorre ct. If you re a d through the  dire ct te s timony

s ubmitte d, S ta ff s pe cifica lly s ta te s  throughout its  te s timony tha t it ha s  a cce pte d the

Compa ny's  propos a l to a lle via te  the  ra te burden on customers , as shown be low

S ta ff.  in a n  e ffo rt to  a lle via te  th e  ra te  b u rd e n  o n  cu s to me rs , ha s  a cce pte d the

Compa ny's  propos a l a nd will include  e s tima te d us a ge  of 350 home s  tha t a re  curre ntly

be ing built, in the  ra te  de s ign" S e e  Michlik DT in the  Exe cutive  S umma ry
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Why is  S ta ff a cce pting the s e  proje cte d numbe rs ? The  numbe rs  s ubmitte d  by the

Company a re  known projects  currently under deve lopment and assume tha t the  homes will

be  bu ilt. The Co mp a n y h a s  p ro vid e d  th e s e  n u mb e rs  in a n  e ffo rt to  min imize  the

impa ct on the  ra te s  a nd is  not inte nde d to s e t a ny pre ce de nt for this  or a ny othe r utility

re gula te d by the  Commis s ion." S e e  Michlik DT a t ll

the Company in its rate application

proposed including 350 homes that are currently being built.

In an e ffort to le ssen the  ra te  impact on cus tomers ,

S ta ff accepted the

Company's  proposa l and has  included these  350 cus tomers  in the  ra te  des ign in orde r to

ame liora te  the  ra te  shock tha t current and future  cus tomers  will expe rience ." See Mic h lik

DT a t 17

1 3 Rate of Return onRate Base

14 Q Why is Staff recommending a required rate of return/cost of capital of 6.23 percent

in the water division instead of 8.9 percent as it is in the wastewater division"

In order to be consistent between the water and wastewater customer bases and rate  bases

and in S ta ffs  e ffort to ameliora te  ra te  shock to cus tomers  recommends  a  lower ra te  of

re turn for the  wa te r divis ion

20 Q Doe s  S ta ff be lie ve  tha t a  ra te  of re turn/cos t of ca pita l of 8.9 pe rcen t is  a ppropria te

Yes , a s  was  ca lcula ted by S ta ff witness  S teve  Irvine . However, in this  case , for the

reasons as  previously described, S ta ff be lieves  the  fa ir va lue  ra te  of re turn for the  water

divis ion should be  6.23%
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1 Q_ Is this an attempt to penalize the Company?

2

3

4

No, the  Compa ny ha s  a lre a dy be e n fine d for its  viola tions  of Commiss ion re quire me nts .

Howe ve r, S ta ff be lie ve s  tha t a llowing the  Compa ny to re ce ive  a  la rge r incre a s e  on the

wa te r divis ion tha n is  re comme nde d by S ta ff would not only a llow it to be ne fit from its

5 violations, but would also penalize its captive customers.

6

7 Q-

8

If Staff is recommending a rate of return on rate base of 8.9 percent for the sewer

division, isn't this inconsistent?

9

10

No, by using a 8.9 percent rate of return on rate base, this produced a required increase in

revenue of 96.70 percent in the wastewater division. In the water division Staff was able

11 to use a 6.23 percent rate of return on rate base to produce a required increase in revenue

1 2 of l 10.53 percent.

1 3

1 4 Q. How did Staff arrive at the 6.23 percent rate of return and the 110.53 increase in

1 5 revenue?

1 6

17

1 8

Staff in an effort to be consistent with its direct testimony, wanted to produce a revenue

requirement and rates that were similar to the direct testimony. In Staff" s direct testimony

we produced a required increase in revenue of 110.78 percent and similar rates.

1 9

20 Q-

2 1

So you are stating that Staff reduced its rate of return on rate base to 6.23 percent to

make the required increase in revenue similar to the wastewater division and the

22 ultimate increase to be passed on to rate payers similar for both divisions. Is this

23 correct?

24 A.

A.

A.

A.

Ye s .
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1 Q- If S ta ff lowe rs th e  ra te  o f re tu rn  o n  ra te  b a s e  fo r the  wa te r compa ny, will it  h a ve

2 enough money to operate?

3

4

Ye s , the  ope ra ting ma rgin for the  Wa te r divis ion is  47 pe rce nt, a nd ope ra ting ma rgin for

the  sewer divis ion is  41 pe rcent.

5

6 Q. Are there any other reasons why Staff has decided to lower the rate of return on rate

7 ba5€'7

8

9

1 0

11

1 2

Ye s , ta king  a  s te p  ba ck S ta ff be lie ve s  th is  ca s e  is  a  hybrid  s ome whe re  be twe e n a

Certifica te  of Convenience  and Necess ity case  a rid a  regula r ra te  case , due  to the  unusua l

circumstances  in this  case , in which the  Company began opera ting with ra tes  not approved

by the  Commiss ion a nd the  Commiss ion re quiring the  Compa ny to file  a  ra te  a pplica tion

using a  2005 test year.

13

1 4 Q. Did the Commission make any comments about the rates Staff recommended in the

1 5 prior CC&N ca s e ?

1 6

1 7

18

1 9

Ye s , S ta ff re comme nde d a  monthly minimum ra te  of 324,37 which is  24 pe rce nt highe r

tha n the  monthly minimum ra te  of $18.50 tha t S ta ff is  curre ntly re comme nding. The

Commiss ion commented tha t "the  approva l of such ra te s  in this  proceeding would re sult in

an unconscionable  increase  for exis ting customers ." See  Decis ion no. 67446 a t 16.

20

2 1 Q. Has Staff used other means than rate of return on rate base to calculate the revenue

22 requirement in other rate cases?

23

24

A.

A.

A.

A.

Ye s , S ta ff ha s  us e d ope ra ting ma rgin, ca s h flows , a nd Wa te r Infra s tructure  Fina ncing

Authority loan amounts  to recommend revenue  requirements  for companies .
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1 Q- Ha s  a n  Ad min is tra tive La w J u d g e  o r the  Commis s ion e ve r re duc e d  a  Compa ny's

2 rate of return on rate base?

3 Ye s .
u

4

5 Q-

6

You have mentioned that Staff's water rate proposal takes into account gradualism,

benefits to the customers and the idea that the Company should not benefit from past

7 vio la tio n s . P le a s e  e xp la in .

8

9

S ta ff will p re s e n t th re e  s c e n a rio s '  b e lo w,  wh ic h  will d e m o n s tra te  wh y S ta ff s

recommenda tion is  the  most fa ir to the  ra te  paye rs , following the  principle s  of gradua lism.

10

11

12

13

14

15

Unde r s ce na rio one , which S ta ff re comme nds , S ta ff include s  the  pro forma  re ve nue ,

includes  Deep Well # 4, and includes  the  350 future  cus tomers  in ra te  des ign, but reduces

the  ra te  of re turn on ra te  ba s e  from 8.9 pe rce nt to 6.23 pe rce nt. S e e  S ta ff S urre butta l

S che dule  .TMM-wl. The  re s ults  a re  a  monthly minimum cha rge  of $18.50 for a  %-inch

re s ide ntia l cus tome r. S e e  S ta ff S urre butta l S che dule  J lvIM-Wl2. The  me dia n us a ge  of

16

17

18

re s ide ntia l %-inch me te r cus tome rs  is  4 ,500 ga llons  pe r month. The  B/-inch me te r

re s ide ntia l cus tome r would e xpe rie nce  a  $22.07 or 114.83 pe rce nt incre a s e  in his /he r

mon th ly b ill from $19 .22  to  $41 .28  unde r S ta ffs  re comme nde d  ra te s .

S urre butta l S che dule  JMM-Wl3

S e e  S ta ff

19

20

2 1

22

23

24

25

A.

A.

Unde r s ce na rio two, S ta ff include s  the  pro forma  re ve nue , include s  De e p We ll # 4, a nd

includes  the  350 future  cus tomers  in ra te  des ign, and uses  an 8.9 pe rcent ra te  of re turn on

ra te  ba se . S e e  S ta ff S urre butta l S che dule  JMM-wl4. The  re sults  a re  a  monthly minimum

charge  of 823.00 for a  %-inch re s identia l cus tomer. See  S ta ff Surrebutta l Schedule  JMM-

W l5 . The  %-inch me te r re s ide ntia l cus tome r would e xpe rie nce  a  $30.53 or 158.86
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1

2

percent increase  in his /he r monthly bill from $19.22 to $49.74 under S ta ff" s  recommended

ra tes . See  Sta ff Surrebutta l Schedule  JMQM-Wl6.

3

4

5

6

7

8

9

1 0

Unde r s ce na rio  thre e , which  the  Compa ny propos e s  in  its  re butta l te s timony, S ta ff

e limina te s  the  pro Ronna  revenue , does  not include  Deep Well # 4, and excludes  the  350

future  cus tomers  in ra te  des ign, and uses  an 8,9 pe rcent ra te  of re turn on ra te  base . See

S ta ff S urre butta l S che dule  J MM-W17. The  re s ults  a re  a  monthly minimum cha rge  of

$34.00 for a  %-inch re s ide ntia l cus tome r. S e e  S ta ff S urre butta l S che dule  JMM-wl8. The

%-inch me te r re s identia l cus tomer would expe rience  a  $55.80 or 290.37 pe rcent increase

in his /he r monthly bill from $19.22 to $75.01 unde r S ta ffs  re comme nde d ra te s . Se e  S ta ff

S urre butta l S che dule  J mm-wi9.11

1 2

1 3

1 4

S ta ff be lie ve s  the  a bove  cle a rly de mons tra te s  tha t S ta ffs  propos a l is  the  mos t fa ir to

cus tome rs  while  s till p rovid ing  s u ffic ie n t re ve nue s  a nd  a  fa ir ra te  o f re tu rn  to  the

1 5 CoI'l'1p31ly.

1 6

1 7

1 8

Rate Design

Has Staff reviewed Mr. Bourassa's rebuttal testimony regarding rate design?Q-

1 9 Ye s .

20

2 1 Q. Please restate the Company's and Staffs proposed and recommended monthly

22 min imum ra te s .

23

24

In the  Company's  rebutta l te s timony it proposes  a  monthly minimum cha rge  of $35.74 for

%-inch me te r re s identia l cus tomers . S ta ff ha s  recommended a  monthly cha rge  of $18.50

for %-inch me te r re s identia l cus tomers . See  S ta ff Surrebutta l Schedule  JMM-wl2.25

A.

A.
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1 Q.

2

What is the rate impact on a %-inch meter residential customer using a median

consumptionof 4,500gallons?

3

4

5

6

The median usage of residential %-inch meter customers is 4,500 gallons per month. The

%-inch meter residential customer would experience a $59.73 or 310,82 percent increase

in his/her monthly bill from $19.22 to $78.94 under the Company's proposed rates and a

$22.07 or 114.83 percent increase in his/her monthly bill from $19.22 to $41.28 under

Staff" s recommended rates. See Staff Surrebuttal Schedule JMM-W137

8

9 Q. Do you have any other comments or disagreements with the Company on rate

1 0

1 1

1 2

de s ign?

Ye s , the  Compa ny now propos e s  "tha t the  irriga tion c la s s  of cus tome rs  a ls o ha ve  a n

inverted tie r des ign cons is tent with die  other cus tomer clas ses ." See  Bouras sa  RT a t 13.

13

14 Q- Does Staff agree with the Company's proposal?

15

16

17

18

19

20

21

No, customarily irrigation customers are typically made up of agriculture and ranching

interests and have been treated similar to other bulk water users such as standpipe and

construction customers. In this case, the Company first proposed a flat rate for its

irrigation customers of $9.26, which Staff accepted. The Company now wants to change

the irrigation class of customers from a flat rate to a tier rate design, but gave no

explanation. Therefore, Staff continues to believe that the original Company proposed

rate is the most appropriate for this customer class.

22

23 Q. Does this conclude your surrebuttal testimony?

24

A.

A.

A.

A.

Ye s , it doe s .
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UTILITY SOURCE, LLC. - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-W1

REVENUE REQUIREMENT

(A) (D)

LINE
n o . DESCRIPTION

COMPANY
REBUtTAL

COST

(C)
COMPANY
REBUTrAL

FAIR
VALUE

STAFF
SURREBU'llIIAL

COST

(E)
STAFF

SURREBUTFAL
FAIR

VALUE

1 Adjusted Rate Base $ 2,052,792 $ 2,052,792 $ 2,752,271 $ 2,752,271

2 Adjusted Operating Income (Loss) $ (75,772 ) $ (75,772) $ (21 ,222) $ (21 ,222)

3 Current Rate of Return (L2 / LI ) -3.59% -3.69% -0.77% -0.77%

4 Required Rate of Return 10,50% 10.50% 6.23% 6.23%

5 Required Operating Income (L4 " L1) $ 215,543 $ 215,543 $ 171,466 $ 171,465

6 Operating Income Deficiency (L5 - L2) $ 291,420 $ 291,420 $ 192,688 $ 192,688

7 Gross Revenue Conversion Factor 1 .0000 1.0000 1 .0000 1.0000

8 Required Revenue Increase (L7 ' LE) $ 291,420 $ 291,420 $ 192,688 $ 192,688

9 Adjusted Test Year Revenue $ 90,757 $ 90,767 $ 174,327 $ 174,327

10 Proposed Annual Revenue (LB + LE) $ 382,187 $ 382,187 $ 367,015 $ 367,015

11 Required Increase in Revenue (%) 321 .06% 321 .06% 110,53% 110.53%

12 Rate of Return on Rate Base (%) 10.50% 10.50% 6.23% 6.23%

References:
Column (A):
Column (B):
Column (C):
Column (D):

Company Rebuttal Schedule B-1
Company Rebuttal Schedule B-1
Staff Surrebuttal Schedules JMM-W2, JMM-W7
Staff Surrebuttal Schedules JMM-W2, JMM-W7
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UTILITY SOURCE, LLC. - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-W2

RATE BASE _ ORIGINAL COST

(B)

LINE
n o .

(A)
COMPANY
REBUTTAL

AS
FILED

STAFF
SURREBUTTAL
ADJUSTMENTS REF

(C)
STAFF

SURREBUTTAL
AS

ADJUSTED

1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $

$

2,458,236
127,392

2,330,844 $

736,583
36,605

699,978

ADJ#1 $
ADJ#2

$

3,194,819
163,997

3,030,822

LESS:

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ $ $294,745
16,694

278,051
(500) ADJ # 3
500

294,745
16,194

278,551

7 Advances in Aid of Construction (AIAC)

8 Customer Deposits

9 Deferred Income Tax Credits

ADD.-

10 Unamortized Finance Charges

11 Deferred Tax Assets

12 Working Capital

13 Original Cost Rate Base $ 2,052,793 $ 699,478 SS 2,752,271

References:
Co\umn (A), Company Rebuttal Schedule B-1
Column (B): Surrebuttal Schedule JMM-W3
Column (C): Column (A) + Column (B)
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LINE
no. DESCRIPTION

COMPANY
REBU1'rAL
AS FILED

STAFF
SURREBUTTAL
ADJUSTMENTS

Utility Source, LLC. - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31. 2005

Surrebuttal Schedule JMM-W4

RATE BASE ADJUSTMENT no. 1 . PLANT ADJUSTM ENTS

STAFF l
SURREBU1TAL
AS ADJUSTED I

Wells and Spdngs (Account 307) $ 1,335,238 $ 736.583 $ 2.071.821

Staff's Calculation of Wells and Sorinos (Account 307)
Star*f's inclusion of Deep Well #4 736.583

References
Column A:
Column B:
Column C:

Company Rebuttal Schedule B-1, Page 1
Testimony, JMM, Surrebuttal Schedule JMM-W3
Column [A] + Column [B]
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LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

l I

I

Utility Source, LLC. - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31 , 2005

Surrebuttal Schedule JMM-W6

RATE BASE ADJUSTMENT no. 3 - RECLASSIFICATION OF AIAC TO CIAC

[A] [B] [C]

1 Accumulated Amortization of CIAC $ 16,694 $ (500) $ 16,194

$2
3
4

Staff's amortization of CIAC
Amortization of CIAC:
Composite amortization rate (see JMM-WW5):
Amortized CIAC for test year: $

294,745
3.6629%
10,796

5 Plus prior year amortization (using 1/2 year convention) $ 5,398

6 Accumulated Amortization of CIAC $ 16,194

a

References:
Column A:
Column B:
Column C:

Company Rebuttal Schedule B-1, Page 1
Testimony, JMM, Surrebuttal Schedule JMM-W3
Column [A] + Column [B]
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Utility Source, LLC. - Water Division
Docket No, WS-04285A-06-0303
Test Year Ended December 31, 2005

SurrebuttalSchedule JMM-W7

OPERATING INCOME STATEMENT . ADJUSTED TEST YEAR AND STAFF RECOMMENDED

[B] [C]
STAFF

SURREBUTTAL
TEST YEAR

AS
ADJUSTED

[D] [E]

LINE
no. DESCRIPTION

[A]
COMPANY
REBUTTAL
ADJUSTED
TEST YEAR
AS FILED

STAFF
SURREBUIIll'AL

TEST YEAR
ADJ USTMENTS

STAFF
SURREBUTTAL

PROPOSED
CHANGES

STAFF
SURREBUTTAL
RECOMMENDED

\

$ 89,110 $ 83,550 Adj# 1 $ 172,670 $ 192,888 $ 365,358

1

2
3
4
5

REVENUES!

Metered Water Sales
Water Sales - Unmetered
Other Operating Revenue
Total Operating Revenues $

1 ,657
90,767 s 83,560 $

1 ,s57
174,327 $ 192,688 s

1,e57
367,015

OPERATING EXPENSESs
$ s $ $

36,292 35,292 36,292

8,747
4,292

12,428
2,446

8,747
4,292

12,428
2,446

8,747
4,292

12,428
2,446

12,500
10,222
73,799 24,736 Adj#2

12,500
10,2z2
98,535

12.500
10,222
98,535

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
insurance - General Liability
Insurance Health and Life
Regulatory Commsiion Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

$
$
$
s
$
$
$
$
s
s
s
s
s
s
$
s
$
$

5,813 4,274 Adj# 3 10,087 10,087

6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
26
27
28

Total Operating Expenses
Operating Income (Loss)

s
$

166,539
(75,772)

s
s

29,010
54,550

s
$

195,549
(21 ,222)

$
$ 192,688

$
s

195,549
171,466

References:
Column(A): Company Schedule C-1
Column (B): Schedule JMM-W9
Column (C): Column (A) + Column (B)
Column (D); Schedules JMM-1
Column (E); Column (C) + Column (D)
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LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

I

I
l~

Utility Source, LLC... Water Division
Docket No.WS-04235A-06-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-W9

OPERATING INCOME ADJUSTMENT# 1 _PRO FORMA REVENUES

[A] [B]

1 Metered Water Sales $ 89,110 $ 83,560 $ 172,670

Staff's Calculation
Inclusion of Pro Forma RevenUes $ 83,560

.I

References:
Column A:
Column B:
Column C:

Company Schedule C-1
Testimony, JMM, Schedule JMM-W9
Column [A] + Column [B]

[C]
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LINE
no . Property Tax Calculation

COMPANY
AS FILED

STAFF
ADJUSTMENT

STAFF
AS ADJUSTED

Utility Source, LLC. - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31. 2005

Surrebuttal Schedule JMM-W11

OPERATING INCOME ADJUSTMENT #3 .. PROPERTY TAXES

1 Property Taxes 5,813 $ 4,274 $ 10

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16

174.327
2

348.654
367.015
715.669

3
238.556

2
477.113

Staffs Calculation of Prooertv Taxes to Reflect Recommended Revenues
Staff Adjusted Test Year Revenues - 2002
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue. Per Schedule JMM-1
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate (Per Company Schedule C-2, Page 3, Line 16)

477.113
23.50%

112.122
8.9963%

17
18

Staff Proposed Property Tax Expense (Line 14
Company Proposed Property Tax

* Line 15) 10.087

19 Increase/(Decrease) to Property Tax Expense

References
Column A:
Column B:
Col.umn C:

Company Schedule C-1
Testimony, JMM, Schedule JMM-W9
Column [A] + Column [B]



$ 35.74
35.74
89.34

178,69
285.90
571 _80
893.43

1 ,786.8B

I l

l
a

UTILITY SOURCE, LLC... Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-W12
1 of 2

RATE DESIGN

Monthly Usage Charge
Present
Rates

Company
Proposed Rates

Staff
Recommended Rates

$
6.48
8.02
9.62

14.00

5/8X3/4" Meter
3/4" Meter

1" Meter
11/2" Meier

2" Meter
3" Meier
4" Meter
6" Meter

s
58,00
8980

~18.50
18.50
46.50
92.50

148.00
296.00
462.50
925.00

Commodity Rates

$

5/8x3/4" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
in excess of 15,000 Gallons
From 1 to 4,000 Gallons
From 4,001 to 12,000 Gallons
Over 12,000 Gallons
From Zero to 4,000 Gallons
From 4,001 to 9,000 Gallons
Over 9,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A
9.60

12.48
15,22

N/A
N/A
N/A

$

N/A
N/A
N/A
N/A
N/A
N/A
4.80
7. 16
8,60

$

$

3/4" Meter (Residential and Commercial)
Gallons included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 lo 6,000 Gallons
From 6,001 lo 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 4,000 Gallons
From 4,001 to 12,000 Gallons
Over 12,000 Gallons
From Zero to 4,000 Gallons
From 4,001 to 9,000 Gallons
Over 9,000 Gallons

2.83
332
4.71
N/A
N/A
N/A
N/A
NIA
NIA

N/A
N/A
N/A
9.60

12.4a
1622

N/A
N/A
N/A

s

N/A
N/A
N/A
N/A
N/A
N/A
4.80
7.18
8.50

$

$

1" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 30,000 Gallons
Over 30,000 Gallons
From Zero to 27,000 Gallons
Over 27,000 Gallons

2,B3
332
471
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
1622

N/A
N/A

s

N/A
N/A
N/A
N/A
N/A
7.16
8.60

$

11/2" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 10 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 60,000 Gallons
Over e0,000 Gallons
From Zero to 57,000 Gallons
Over 57,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
16.22

N/A
N/A

$

N/A
N/A
N/A
N/A
N/A
7.16
8.60

$

2" Meier (Residential and Commercial)
Gallons included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 96,000 Gallons
Over 96,000 Gallons
From Zero lo 94,000 Gallons
Over 94,000 Gallons

NlA
NlA
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
16.22

N/A
N/A

5

N/A
N/A
N/A
N/A
N/A

7.16
8.60

3" Meier (Residential and Commercial.)
Gallons included in Minimum

Excess of Minimum - per 1,000 Gallons I I



$
575.00
B60.00
900.00

1 ,525.00

3,360.00

6,035.00

J I

c

UTILITY SOURCE, LLC, » Water Division
Docket No, WS-04235A.06-0303
Test Year Ended December 31, 2005

Surrebutta! Schedule JMM-W12
2 of 2

$

From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 192,000 Gallons
Over 192,000 Gallons
From Zero to 195,000 Gallons
Over 195,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
16.22

N/A
N/A

$

N/A
N/A
N/A
N/A
N/A

7.16
8.60

a

$

4" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum .. per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
in excess of 15,000 Gallons
From 1 to 300,000 Gallons
Over 300,000 Gallons
From Zero to 309,000 Gallons
Over 309,000 Gaflons

N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
16.22

N/A
N/A

s

N/A
N/A
N/A
N/A
N/A
7. 16
8.60

e" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum » per 1,000 Gallons
From 1 to 6,000 Gallons
From 5,001 to 15,000 Gallons
in excess of 15,000 Gallons
From 1 to 600,000 Gallons
Over 600,000 Gallons
Over 15,000 Gallons
From Zero to 615,000 Gallons
Over 615,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
1622

N/A
N/A
N/A

$

N/A
N/A
N/A
N/A
N/A
N/A
7.16
8.60

Multi-Familv Mobile Home. and Commercial Customers
All consumption per 1,000 gallons $ 2.97 $ 9.26 N/A

Irrigation Meters
Charge per 1,000 gallons for usage N/A N/A $ 9.25

Standoioe or Bulk Water
Standpipe or bulk water per 1,000 gallons $ 6.00 $ 10.35 $ 10.35

Construction Water
Construction Water per 1,000 gallons $ 6.00 s 10.35 $ 1035

$ $
575.00
650.00
900,00

1 _525_00

3,380.00

Service Line and Meter Installation Charges
5/8" x 3/4" Meter
3/4" Meter
1" Meter
1%" Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
e" Turbine Meter
6" Compound Meter

6,03500

520.00
575.00
660.00
900.00

1 5 2 5 0 0
2,320.00
2,275.00
3,110,00
3,360.00
4,475.00
6,035.00
8,050.00

$ 20.00
40.00

$ 2000
40.00

$ 20.00
40.00

* * *

50.00
40.00
Cost

40.00

50.00
40.00
Cost

40.00

50.00
40.00

Cost
40.00

** * * * *

3.00%
20.00
1000
2000
1.50%
150%

Per Rule
20.00
10.00
2000

Service Charges
Establishment
Establishment of Services after hours
Re-establishment of Service
Reconnection Service
Reconnection (Deliquent and After Hours)
Charge for moving meter
After hours service charge
Minimum Deposit Requirement
Deposit lnterrest
Meter Test
Meier Re-Read
Charge for NSF Check
Late Payment charge for delinquent bill
Deferred Payment Finance Charge
Main Extension and additional facility agreements * * *

3.00%
20.00
10.00
20.00
1.50%
1.50%

**¢
***

**4=

*
**

***

Per Commission Rule Rule R14-2-403(D)
Per Commission Rule Rule R14-2-403(B)
Per Commission Rule Rule R14-2-406(B)



UTILITY SOURCE, LLC _ Water Division
Docket No. WS-04235A-05-0303
Test Year Ended December 31. 2005

Surrebuttal Schedule JMM-W13

Typical Bill Analysis
General Service 3/4-Inch Meter

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 4,740 $ 19.89 $ 81.24 $ 308.38%

Median Usage 78.94 $ 310.82%

Staff Recommended

Average Usage 19.89 $ 43.00 $ 116.14%

Median Usage 41.28 $ 114.83%

Present & Proposed Rates (Without Taxes)
General Service 3/4-Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
n

Increase
Recommended

Rates Increase
$ $

10
11 .000
12.000
13.000
14.000
15.000
16.000
17.000
18.000
19.000
20.000
25.000
30.000
35.000
40.000
45.000

100.93
124.48
148.03
171.58
195.13
218.68
336.43
454.18

451 .54%
387.00%
352.55%
331 .13%
316.52%
305.91 fn
301 .75%
298.61%
296.14%
294.16%
292.53%
291 .17%
290.02%
289.02%
288.16%
287.409
283.94%
281 .00%
278.46%
276.25%
274.31 %
267.32%
262.98%
260.02%
257.87%
256.24%
254.979
251 .269
249.47%

107.90
116.50
125.10
133.70
142.30
150.90
159.50
168.10
211.10
254.10
297.10
340.10
383.10
426.10
641.10
856.10

185.49%
150.27%
131 .47%
119.77%
111.80%
117.45%
117.20%
117.02%
116.87%
116.75%
120.52%
123.67%
128.35%
128.65%
130.65%
132.40%
128.39%
124.98%
122.04%
119.49%
117.24%
109.15%
104.13%
100.70%
98.22%
96.33%
94.85%
90.56%
88.49%

75.000
100.000

108.70
121 .18
133.66
146.14
158.62
171 .10
183.58
196.06
208.54
224.76
240,98
257,20
273.42
289.64
370.74
451 .84
532.94
614.04
695.14
776.24

1.181 .74
1587.24



1 I

\

\
UTILITY SOURCE, LLC. - Waler Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31 , 2005

Surrebuttal Schedule JMM-W14

REVENUE REQUIREMENT

(A) (D)

LINE
n o . DESCRIPTION \

COMPANY
REBUTTAL

COST

(C)
COMPANY
REBUTTAL

FAIR
VALUE

STAFF
SURREBUTrAL

COST

(E)
STAFF

SURREBUTTAL
FAIR

VALUE

1 Adjusted Rate Base $ 2,052,792 $ 2,052,792 $ 2,752,271 $ 2,752,271

2 Adjusted Operating Income (Loss) $ (75,772) $ (75,772) $ (22,272) $ (22,272)

3 Current Rate of Return (L2 / LI ) -3,B9% -3.69% -0.81% -(),81%

4 Required Rate of Return 10.50% 10.50% 8.90% 8.90%

5 Required Operating Income (L4 * LI) $ 215,543 $ 215,543 $ 244,952 $ 244,952

6 Operating Income Deficiency (L5 - L2) $ 291,420 $ 291 ,420 $ $ 267,225

7 Gross Revenue Conversion Factor 1 .0000 1 .0000

267,225

1.0000 1 .0000

8 Required Revenue Increase (LE * LE) $ 291,420 $ 291,420 $ 267,225 $ 267,225

9 Adjusted Test Year Revenue $ 90,767 $ 90,767 $ 174,327 $ 174,27

10 Proposed Annual Revenue (LB + LE) $ 382,187 $ 382,187 $ 441,552 $ 441 ,552

11 Required Increase in Revenue (%) 321 .06% 321.06% 153.29% 153.29%

12 Rate of Return on Rate Base (%) 10.50% 10.50% 8.90% 8.90%

References:
Column (A):
Column (B):
Column (C):
Column (D):

Company Rebuttal Schedule B-1
Company Rebuttal Schedule B-1
Staff Surrebuttal Schedules JMM-W2, JMM-W8
Staff Surrebuttal Schedules JMM-W2, JMM~W8



UTILITY SOURCE. LLC. - Water Division
Docket No. WS-D4235A-06-0303
Test Year Ended December 31. 2005

Surrebuttal Schedule JMM-W15

RATE DESIGN

Monthly Usage Charge
Present
Rates

Company
Proposed Rates Recommended Rates

5/8x3/4" Meter
3/4" Meter

1" Meter
11/2" Meter

2" Meter
3" Meter
4" Meter
6" Meter

115.00
184.00
368.00
575.00

1 .150.00

Commodity Rates

5/8x3/4" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
In excess of 15.000 Gallons
From 1 to 4.000 Gallons
From 4.001 to 12.000 Gallons
Over 12.000 Gallons
From Zero to 4.000 Gallons
From 4.001 to 9.000 Gallons
Over 9.000 Gallons

3/4" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
in excess of 15.000 Gallons
From 1 to 4.000 Gallons
From 4.001 to 12.000 Gallons
Over 12.000 Gallons
From Zero to 4.000 Gallons
From 4.001 to 9.000 Gallons
Over 9.000 Gallons

1" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,ooo Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
In excess of 15.000 Gallons
From 1 to 30.000 Gallons
Over 30.000 Gallons
From Zero to 27.000 Gallons
Over 27.000 Gallons

11/2" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
In excess of 15.000 Gallons
From 1 to 60.000 Gallons
Over 60.000 Gallons
From Zero to 57.000 Gallons
Over 57.000 Gallons

2" Meter (Residential and Commercial)
Gallons Included in Mlnimum

Excess of Minimum per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
in excess of 15.000 Gallons
From 1 to 96.000 Gallons
Over 96.000 Gallons
From Zero to 94.000 Gallons
Over 94.000 Gallons

3" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons



$
57500
66000
900,00

1 ,525.00

3,360.00

B,035.00

1 I
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UTILITY SOURCE, LLC _ Water Division
Docket No. WS-04235A-0B-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-W15
2 of 2

$

From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 192,000 Gallons
Over 192,000 Gallons
From Zero to 195,000 Gallons
Over 195,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
16.22

N/A
N/A

$

N/A
N/A
N/A
N/A
N/A
8.44

10.13

u

$

4" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 300,000 Gallons
Over s00,000 Gallons
From Zero to 309,000 Gallons
Over 309,000 Gallons

NIA
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
16.22

N/A
N/A

$

N/A
N/A
N/A
N/A
N/A
8.44

10.13

e" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum » per 1,000 Gallons
From 1 to 6,000 Gallons
From 5,001 to 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 600,000 Gallons
Over 600,000 Gallons
Over 15,000 Gallons
From Zero lo 615,000 Gallons
Over 615,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
16.22

N/A
N/A
N/A

$

N/A
N/A
N/A
N/A
N/A
N/A
8.44

10.13

Multi-Familv Mobile Home. and Commercial Customers
All consumption per 1,000 gallons $ 2.97 $ 9.26 N/A

Irrigation Meters
Charge per 1,000 gallons for usage N/A N/A $ 9.25

Standoioe or BulkWater
Standpipe or bulk water per 1,000 gallons $ 6.00 $ 10.35 $ 10.35

ConstructionWater
Construction Water per 1,000 gallons s 6.00 s 10.35 $ 10.35

$ $ 520.00
575.00
660.00
900.00

152500

3,360.00

Service Line and Meter Installation Charges
5/8" x 3/4" Meter
3/4" Meter
1" Meter
kw' Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
6" Turbine Meter
6" Compound Meter

6,035.00

57500
660.00
900.00

1 ,525.00
2,320.00
2,275.00
3,110,00
3,360,00
4,475.00
6,035.00
8,050.00

$ 20.00
40.00

$ 20,00
40.00

$ 20.00
40.00

* * *

50.00
4000
Cost

40,00

50.00
40,00
Cost

40.00

50.00
40.00

Cost
40.00

* * * * **

300%
2000
10.00
2000
1.50%
150%

3.00%
20.00
10.00
20.00
1.50%
1.50%

Per Rule
20.00
10.00
20.00

Service Charges
Establishment
Establishment of Services after hours
Re-establishment of Service
Reconnection Service
Reconnection (Deliquent and After Hours)
Charge for moving meter
After hours service charge
Minimum Deposit Requirement
Deposit lnterrest
Meter Test
Meter Re-Read
Charge for NSF Check
Late Payment charge for delinquent bill
Deferred Payment Finance Charge
Main Extension and additional facility agreements *** * * *

* *

* Rf

***

Per Commission Rule Rule R14-2-403(D)
Per Commission Rule Rule R14-2-403(B)
Per Commission Rule Rule R14-2-406(B)
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UTILITY SOURCE, LLC - Water Division
Docket No.WS-04235A-_6-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-W16

Typical Bill Analysis
General Service 3/4-Inch Meter

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 4,740 $ 19.89 $ 81.24 $ 61 .35 308.38%

Median Usage 4,500 19.22 78.94 $ 59,73 310.82%

Staff Recommended

Average Usage 4,740 $ 19.89 $ 51.77 $ 31.87 160.20%

Median Usage 4,500 19.22 49.74 $ 30.53 158.86%

Present & Proposed Rates (Without Taxes)
General Service 3/4-Inch Meter

Gallons
Consumption

%
Increase

Staff
Recommended

Rates
%

Increase
$

Present
Rates

6.48
9.31

12.14
14.97
17.80
20.63
23.95
27.27
30.59
33.91
37.23
40.55
43.87
47.19
50.51
53.83
58.54
63.25
67.96
72.67
77.38

100.93
124.48
148.03
171 .58
195.13
218.68
336.43
454.18

$

Company
Proposed

Rates
35.74
45.34
54.94
64.54
74.14
83.74
96.22

108.70
121 .18
133.66
.146.14
158.62
171 .10
183.58
196.06
208.54
224.76
240.98
257.20
273.42
289.64
370.74
451 .84
532.94
614.04
695.14
776.24

1,181 .74
1,587.24

45154% $
387.00%
352.55%
331 .13%
316.52%
305.91 %
301 .75%
298.61 %
296.14%
294.16%
292.53%
291 .17%
290.02%
289.02%
288.16%
287.40%
283.94%
281 .00%
278.46%
276.25%
274.31 %
267.32%
262.98%
260.02%
257.87%
256.24%
254.97%
25126%
249.47%

23.00
28.63
34.26
39.89
45.52
53.96
62.40
70.84
79.28
87.72
97.85

107.98
118.11
128.24
138.37
148.50
158.63
168.76
178.89
189.02
199.15
249.80
300.45
351 .10
401 .75
452.40

, 503.05
. 756.30
1,009.55

254.94%
207.52%
182.21%
166.47%
155.73%
151 .56%
160.54%
159.77%
159.17%
158.68%
182.83%
166.29%
169.23%
171 .75%
173.95%
175.87%
170.98%
166.81 %
163,23%
150.1 1%
157.37%
147.50%
141 .36%
137.18%
134.15%
131 .85%
130.04%
124.80%
122.28%

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000
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UTILITY SOURCE, LLC. - Water Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-W17

REVENUE REQUIREMENT

(A) (D)

LINE
n o . DESCRIPTION

COMPANY
REBUTTAL

COST

(C)
COMPANY
REBUTrAL

FAIR
VALUE

STAFF
SURREBUTTAL

COST

(E)
STAFF

SURREBUTTAL
FAIR

VALUE

1 Adjusted Rate Base $ 2,052,792 $ 2,052,792 $ 2,052,793 $ 2,052,793

2 Adjusted Operating Income (Loss) $ (75,772) $ (75,772) $ (77,464) $ (77,464)

3 Current Rate of Recur (L2 I L1) -3.69% -3.69% -3.77% -3.77%

4 Required Rate of Return 10.50% 10.50% 8.90% 8.90%

5 Required Operating Income (L4 * LI) $ 215,543 $ $ 182,699 $ 182,699

6 Operating Income Deficiency (L5 - L2) $ 291,420 $

215,543

291 ,420 s 260,162 $ 260,162

7 Gross Revenue Conversion Factor 1.0000 1 .0000 1 .0000 1.0000

8 Required Revenue Increase (LE * LE) $ 291,420 $ 291,420 $ 260,162 $ 260,162

9 Adjusted Test Year Revenue $ 90,767 s 90,767 $ 90,767 $ 90,767

10 Proposed Annual Revenue (L8 + LE) $ 382,187 $ 382,187 $ 350,929 $ 350,929

11 Required Increase in Revenue (%) 321.06% 321.06% 286.63% 286.63%

12 Rate of Return on Rate Base (°/,) 10.50% 10.50% 8.90% 8.90%

References:
Column (A):
Column (B):
Column (C):
Column (D):

Company Rebuttal Schedule B-1
Company Rebuttal Schedule B-1
Staff Surrebulial Schedules JMM-W2, JMM-W3
Staff Surrebuttal Schedules JMM-W2, JMM-W3



UTILITY SOURCE. LLC. - Water Division
Docket No. WS~04235A-06-0303
Test Year Ended December 31. 2005

Surrebuttaf Schedule JMM-W18

RATE DESIGN

Monthly Usage Charge
Present
Rates

Company
Proposed Rates Recommended Rates

5/8x3/4" Meter
3/4" Meter

1" Meter
11/2" Meier

2" Meter
3" Meter
4" Meter
6" Meter

170.00
272.00

850.00
1 .700.00

Commodity Rates

5/8x3/4" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
In excess of 15.000 Gallons
From 1 to 4.000 Gallons
From 4.001 to 12.000 Gallons
Over 12.000 Gallons
From Zero to 4.000 Gallons
From 4.001 to 9.000 Gallons
Over 9.000 Gallons

3/4" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
In excess of 15.000 Gallons
From 1 to 4.000 Gallons
From 4,001 to 12,000 Gallons
Over 12.000 Gallons
From Zero lo 4,000 Gallons
From 4.001 to 9,000 Gallons
Over 9.000 Gallons

1" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
In excess of 15.000 Gallons
From 1 to 30.000 Gallons
Over 30.000 Gallons
From Zero to 27.000 Gallons
Over 27.000 Gallons

11/2" Meter (Residential and Commercial)
Gallons included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
In excess of 15.000 Gallons
From 1 to 60.000 Gallons
Over 60.000 Gallons
From Zero to 57.000 Galfons
Over 57.000 Gallons

2" Meter (Residential and Commercial)
Gallons included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons
In excess of 15.000 Gallons
From 1 to 96.000 Gallons
Over 96.000 Gallons
From Zero to 94.000 Gallons
Over 94.000 Gallons

3" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,o00 Gallons
From 1 to 6.000 Gallons
From 6.001 to 15.000 Gallons N/A I



$
575.00
660.00
900.00

1,525,00

3,380.00

6,035.00

1

1

\

UTILITY SOURCE, LLC. - Water Division
'Docket No. WS-04235A-06-D303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-W18
2 of 2

$
in excess of 15,000 Gallons
From 1 to 192,000 Gallons
Over 192,000 Gallons
From Zero to 195,000 Gallons
Over 195,000 Gallons

N/A
N/A
N/A
N/A
N/A

N/A
12.48
16,22

N/A
N/A

$

N/A
N/A
N/A

12.98
15.52

$

4" Meter (Residential and Commercial)
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 300,000 Gallons
Over 300,000 Gallons
From Zero to 309,000 Gallons
Over 309,000 Gallons

u

N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
16,22

N/A
N/A

$

N/A
NIA
N/A
N/A
N/A

12.98
15.52

6" Meter (Residential and Commercial)
Gallons included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 6,000 Gallons
From 6,001 to 15,000 Gallons
In excess of 15,000 Gallons
From 1 to 600,000 Gallons
Over 600,000 Gallons
Over 15,000 Gallons
From Zero to 615,000 Gallons
Over 615,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

12.48
16.22

N/A
N/A
N/A

$

N/A
N/A
N/A
N/A
N/A
N/A

12.98
15.52

Multi-FaMilv Mobile Home. and Commercial Customers
All consumption per 1,000 gallons $ 2.97 $ 9.26 N/A

lrduation Meters
Charge per 1,000 gallons for usage N/A N/A $ 9.26

Standoioe or Bulk Water
Standpipe or bulk water per 1,000 gallons $ 6.00 $ 10.35 $ 10.35

ConstructionWater
Construction Water per 1,000 gallons $ 5.00 $ 10.35 s 1035

$ $
575.00
66000
900.00

1 ,525.00

3,360.00

Service Line and Meter Installation Charges
5/8" x 3/4" Meter
3/4" Meter
1" Meter
1%" Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
6" Turbine Meter
6" Compound Meter

6,03500

520.00
575.00
660.00
900.00

1 ,525.00
2,320.00
2,275.00
3,110.00
3,360.00
4,475.00
6,035,00
8,050.00

$ 2000
40,00

s 20.00
40.00

$ 20.00
40.00

* * *

50.00
4000
Cost

40.00

50.00
40.00
Cost

40.00

50.00
40.00

Cost
40.00

*u *aw *W

300%
20.00
10,00
2000
1,50%
1.50%

3.00%
20.00
10,00
20.00
1.50%
1.50%

Per Rule
20.00
10.00
20.00

Service Charges
Establishment
Establishment of Services after hours
Re-establishment of Service
Reconnection Service
Reconnection (Deliquent and After Hours)
Charge for moving meter
After hours service charge
Minimum Deposit Requirement
Deposit lnterrest
Meter Test
Meter Re-Read
Charge for NSF Check
Late Payment charge for delinquent bill
Deferred Payment Finance Charge
Main Extension and additional facility agreements *we* * * *

***

***

* * *

*
*et

***

Per Commission Rule Rule R14-2~403(D)
Per Commission Rule Rule R14-2~403(B)
Per Commission Rule Rule R14-2-406(B)
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Surrebuttal Schedule JMM-W19

Typical Bill Analysis
General Service 3/4-Inch Meter

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 4,740 $ 19.89 $ 81.24 $ 308.38%

Median Usage 78,94 $ 310.82%

Staff Recommended

Average Usage 4,740 $ 19.89 $ 78.13 $ 292.70%

Median Usage 75.01 $ 290.37%

Present 8= Proposed Rates (Without Taxes)
General Service 3/4-Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
n

Increase
Recommended

Rates
M

increase

$

10.000
11 .000
12.000
13.000
14.000
15.000
16.000
17.000
18.000
19.000
20.000
25.000
30.000
35.000
40.000

50.000
75.000

100.000

100.93
124.48
148.03
171.58
195.13
218.68
336.43
454.18

108.70
121 .18
133.66
146.14
158.62
171 .10
183.58
196.06
208.54
224.76
240.98
257.20
273.42
289.64
370.74
451 .84
532.94
614.04
695.14
776.24

1.181 .74
1.587.24

451.549
387.00%
352.55%
331 .13%
316.52%
305.91%
30115%
298.61%
296.14%
294.16%
292.53%
291 .17%
290.02%
289.02%
288.16%
287.40%
283.94%
281 .00%
278.46%
276.25%
274.31%
267.32%
262.98%
260.029
257.87%
256.24%
254.97%
251 .26%
249.47%

107.46
120.44
133.42
148.94
164.46
179.98
195.50
211 .02
226.54
242.06
257.58
273.10
288.62
304.14
381 .74
459.34
536.94
614.54
692.14
769.74

1.157.74
1.545.74

424.69%
357.89%
322.24%
300.07%
284.94%
295.06%
294.49%
294.06%
293.72%
293.45%
300.05%
305.57%
310.26%
314.28%
317.78%
320.84%
313.50%
307.24%
301 .85%
297.17%
293.05%
278.229
269.01%
262.729
258.17%
254.71 %
25199%
244.13%
240.34%
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EXECUTIVE SUMMARY
UTILITY SOURCE. LLC-WASTEWATER

DOCKET no. WS-04235A-06-0303

S ta ffs  s urre butta l te s timony re comme nds  re vis e d ra te s  tha t would incre a s e  ope ra ting
revenues  by $110,149 to produce  ope ra ting revenues  of $224,054 re sulting in ope ra ting income
of $92,039, or a  96.70 pe rce nt incre a s e  ove r te s t ye a r re ve nue s  of $113,905. S ta ff a ls o
recommends a  revised FVRB 0f$1,034_141

Revenue Requirement

Sta ff recommends its  revenue  requirement, revenue  increase , and percentage  of revenue
increase

Rate Base

Sta ff re sponds  to the  Company's  adjus tment to accumula ted amortiza tion of contributions
in a id of cons truction ("CIAC"), a nd furthe r comme nts  on why some  of the  pla nt in se rvice  ite ms
should s till be  disa llowe d

Income Sta tement

S ta ff re sponds  to the  Company's  unfounded and incorrect a sse rtions  rega rding why S ta ff
origina lly accepted the  Company's  proposa l

Ra te  Design

Staff expla ins  the  new ra te  design and the  e ffects  it will have  on wastewater customers
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S urre butta l Te s timony of J e ffre y M. Michlik
Docke t No. WS -04235A-06-0303
P a ge  1

1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

My na me  is  J e ffre y M. Michlik. I a m a  P ublic Utilitie s  Ana lys t V e mploye d by the

Arizona  Corpora tion Commis s ion ("ACC" or "Commis s ion") in the  Utilitie s  Divis ion

("Staff'). My business address  is  1200 West Washington Stree t, Phoenix, Arizona 85007.

6

7 Q- Are you the same JeffreyM. Michlik who filed direct tes timony in this case?

8 Yes , I am.

9

10 Q- What is the purpose of your surrebuttal testimony in this proceeding?

11

12

13

14

The purpose  of my surrebutta l tes timony in this  proceeding is  to provide  Sta ffs  response

to the  re butta l te s timony of Utility S ource , LLC ("Compa ny") witne s s , Mr. Thoma s  J .

Bourassa, regarding revenue requirement, rate base, operating revenues and expenses, and

rate  design.

15

16 Q- Please explain how Staff's surrebuttal testimony is organized.

17

18

Staff' s  surrebuttal testimony is generally organized to present issues in the same sequence

as presented in Mr. Bourassa 's  rebuttal testimony.

19

20 Q-

21

Does Staff's lack of response to a particular issue mean it is accepting the Company's

position on that issue?

22

23

24

A.

A.

A.

A.

A. No. S ta ff" s  la ck of re s pons e  to a ny is s ue  in this  s urre butta l te s timony s hould not be

construed as  agreement with the  Company's  rebutta l tes timony, ra ther, where  there  is  no

response , Staff re lies  on its  original direct tes timony.



S urre butta l Te s timony of J e ffre y M. Michlik
Docke t No. WS-04235A-06-0303
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1 RES P ONS E TO MR. THOMAS  J .  BOURAS S A'S  REBUTTAL TES TIMONY

2

3

.R€V€I1ll€Requirement

Q Has Staff reviewed Mr. Bourassa's rebuttal testimony regarding revenue

4 re quire me nt?

7 Q Please summarize the proposed and recommended revenue requirement, revenue

increase, and percentage increase

The  proposed and recommended revenue  requirement, revenue  increase , and percentage

incre a s e  a re  a s  follows

Compa ny-Dire ct

S ta ff-Dire ct

Company-Rebutta l

S ta ff-Surrebutta l

Revenue  Requirement Revenue  Increase

$187,220

8224.908

$283,384

3224,054

8169.479

$110.149

Percentage Increase

164.37 percent

97.45 percent

148.79 percent

96.70 percent

18 Q. Why is the Company's revenue requirement and proposed increase higher than

Staffs?19

As Mr. Bourassa  sugges ts , the  diffe rences  in revenue  requirement a re  primarily a  re sult of

the  diffe re nce s  in ra te  ba se , cos t of ca pita l, a nd de pre cia tion e xpe nse , with the  ba la nce

be ing a ttribute d to the  le ve l of prope rty ta xe s . S e e  Re butta l Te s timony of Thoma s  J

Bourassa ("Bourassa RT") at 2



S urre butta l Te s timony of J e ffre y M. Michlik
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l Q Does the Company still propose to include pro forma revenues from future customer

growth in the determination of the revenue requirement and rate increase for the

sewer division?

Yes. See Bourassa RT at 2

6 Q Is  S ta ff s till willing to a cce pt the  Compa ny's  propos a l to include  future  growth of 350

cus tome rs in the  s e we r divis ion"

10 Rate Base

11 Q Has Staff reviewed Mr. Bourassa's rebuttal testimony regarding rate base?

14 Q. Would  you ple a s e  ide ntify e a ch pa rty's res pec tive  ra te ba se  re comme nda tions?

Yes. The  ra te  bases proposed and recommended by a ll parties  in the  case  are  as  follows

Compa ny Dire ct

S ta ff

Company Rebutta l

S ta ff Surrebutta l

$1.401_953 $1,401,953

$1314_093

$1,034.141

$1.314,093

$1.034



S urre butta l Te s timony of J e ffre y M. Michlik
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1 Q Are there any adjustments to plant in service that were overlooked by Staff in direct

testimony

Ye s , Account 380 .- Tre a tme nt a nd Dis pos a l Equipme nt wa s  va lue d a t $1,106,874 in the

origina l a pplica tion a nd, pe r e xa mina tion of the  ge ne ra l le dge r, wa s  broke n out a s  follows

Tre a tme nt P la nt #1

Tre a tme nt P la nt #2

Eva pora tive  La goons

P owe r to  S ite

$ 333_500

Tota l

$ 45.819

$1.106

In  re s pons e to  S ta ff d a ta  re q u e s t J C B 3 .1 8  re g a rd in g  Ac c o u n t # 3 8 0  Tre a tm e n t a n d

Dis p o s a l E q u ip m e n t,  Tre a tm e n t P la n t  # 2 ,  a n d  J C B 3 .1 9  re g a rd in g  Ac c o u n t # 3 8 0

Tre a tme nt a rid Dis pos a l Equipme nt -- Eva pora tive  La goons , the  Compa ny s ta te s  tha t the re

we re  mis ta ke s  in both s ub a ccounts  a s  one  wa s  unde rs ta te d a nd the  othe r ove rs ta te d. In

the  ca s e  of Tre a tme nt P la nt # 2 the  Compa ny s ta te d tha t the  origina l a mount of $546,704

wa s  incorre c t a nd the  to ta l tre a tme nt cos t for Tre a tme nt P la nt #2 s hould  be  $463,011 a

de cre a s e  of $83,693. In the  ca s e  of the  Eva pora tive  La goons  the  Compa ny s ta te d tha t the

origina l a mount of $161,000 wa s  unde rs ta te d a nd the  tota l e va pora tive  la goons  cos t s hould

be  $220,586. a n incre a s e  of $59,586. The  ne t e ffe ct of the  ove rs ta te me nt of the  cos ts  for

Tre a tme nt P la nt # 2 in the  a mount of $83,693 a nd the  unde rs ta te me nt of the  cos ts  for the

e va pora tive  la goons  in the  a mount of $59,586 ne ts  to a  de cre a s e  of $24,107 (i.e ., 83,693

59,586). This  a djus tme nt is  re fle cte d a t line  3 of S ta ff S urre butta l S che dule  TMM-WW4
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1 Q- Are there any other adjustments that you would like to make changes to in Staffs

2

3

4

5

6

direct tes timony?

Ye s , due  to a  typogra phica l e rror, the  a mount which S ta ff disa llowe d in the  dire ct

testimony for account 380 treatment and disposal Equipment for Evaporative lagoons was

$l78,23l, but should have been $178,703. This adjustment is  reflected at line 4 of Staff

Surrebuttal Schedule JMM-WW4.

7

8 Mr. Bourassa states that $68,271 in costs related to wastewater treatment should be

9

1 0

include d in pla nt in s e rvice . S e e  Boura s s a  RT a t 4. Ha s  the  Compa ny provide d

additiona l information to Sta ff to support its  cla im?

11

1 2

1 3

1 4

Yes , pe r examina tion of the  rebutta l te s timony, contract, and additiona l information

provided by the Company, Staff has determined that this amount should be included in

wastewater treatment plant # l, and has removed its adjustment of it in Staff Surrebuttal

Schedule JMM-WW4.

15

1 6 Q.

1 7

1 8

Mr. Bourassa states that $178,231 (which is now $178,703) of costs related to

evaporative lagoons consisting of water falls, streams, pond is an integral component

of the wastewater treatment system. See BourassaRT at 5. Does Staff agree?

1 9

20

2 1

No ,  p e r e xa m in a tio n  o f th e  Ariz o n a  De p a rtm e n t o f E n v iro n m e n ta l Q u a lity Aq u ife r

P ro te c tion  P e rmit ("AP P ") #  104083 , F la gs ta ff Me a dows  Wa s te wa te r Tre a tme n t P la n t

("WWTP "). Unde r the  Fa c ility De s c rip tion :

22

23

24

25

26

A.

A.

Q.

A.

"Th e WWTP  proce s s  will cons is t of a n  influe nt lift s ta tion, he a dwork with  ba rs  s c re e ns ,

a n e qua liza tion ba s in, a noxic  a nd a e ra tion ta nks  for nitrilica tion-de nitrifica tion, s e conda ry

c la rifie rs ,  filte rs ,  a  c h lo rine  d is in fe c tion  c on ta c t ta nk, d  c h lo rina tion , a  s ludge  ho ld ing

ta nk, s ludge  be lt pre s s  th icke ne rs , a nd  e fflue nt pump s ta tion , a nd  a  c la y line d  e fflue nt
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holding pond. The  e fflue nt ge ne ra te d  is  d is cha rge d  in to  a n  unna me d tribu ta ry to

Volunte e r Wa s h a s  re gula te d  by the  Arizona  Dis cha rge  Elimina tion  S ys te m pe rmit

AZ0024708 and/or by reuse  under a  va lid reuse  permit

The re  is  no me ntion of a  la ke  with a  founta in. wa te rfa lls_ s tre a mbe ds  or othe r a dditiona l

pond within the  Compa ny's  APP

8 Q Wha t is  S ta ffs unders tanding of an  APP?

It is  S ta ffs  unde rs ta nding tha t the  AP P  se rve s  a s  a  blue  print a s  to wha t the  Compa ny is

a llowed to cons truct

1 2 Q So Staff would agree after reading the Company's APP, that the Company is allowed

to construct a clay lined effluent holding pond?

1 6 Q In  S ta ff d a ta  re q u e s t 5 .3 ,  d id  S ta ff s p e c ific a lly a s k th e  Co mp a n y wh y th e  la ke

wa te rfa lls , s tre a mbe ds  a nd othe r p o n d we re  not me ntione d in the  AP P ?

20 Q Wha t wa s  the  Compa xly's  re sponse

The  Company responded tha t "the  lake , wate r fa ll, s tream and pond and a ll wa te r fea tures

a re  lined and pa rt of the  APP facilitie s
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1 Q- Wha t is  S ta ff's  pos ition?

2

3

4

S ta ff does  not agree . S ta ff, as stated ea rlie r, be lieves  the  Company is  a llowed to cons truct

a  clay lined e ffluent holding pond, and tha t any additiona l, decora tive  fea tures  beyond tha t

a re  a t the  Company's  discre tion and not required by ADEQ.

5

6 Please comment on Mr. Bourassa's statement that effluent used for the purpose of

7 turf irrigation is beneficial to the Company? See Bourassa RT at 9.

8

9

1 0

S ta ff a gre e s  with the  Compa ny's  s ta te me nt tha t the  us e  of e fflue nt for turf irriga tion is

bene ficia l. However, tha t is  not a t is sue , wha t is  a t is sue  is  whe the r the  ra te  paye rs  should

pickup the  costs  of these  additiona l wa te r fea tures  tha t were  not included in the  APP.

1 1

1 2 Q.

1 3

1 4

Was the Company able to respond to Staff 's data request 5.2 which asked for a

breakout of significant items included in the wastewater aeration system such as the

lake, waterfalls, streambeds and pond?

1 5

1 6

1 7

No, S ta ff e -ma ile d  a  copy of a n  invoice  in  the  a mount of $178,703 from Re d Rock

Contractors  which conta ined the  Flagsta ff Meadows Water Fea ture  Prob act Overview, and

asked the  Company to breakout these  costs . The  Company responded tha t it was unable  to

breakout these costs.1 8

1 9

20 Q. Doe s  S ta ff know if the  pond mentioned in the  AP P  is  include d in this  invoice?

2 1

22

23

25

No, the  invoice  doe s  not me ntion the  uppe r pond, a nd the  Compa ny wa s  una ble  to

breakout the  pond cos ts  for S ta ff. The re fore , S ta ff, a s  in its  direct te s timony, be lieves  the

wa te r fe a ture s  a re  not a  ne ce s s a ry compone nt of the  utility s ys te m, but contribute  to a

pa rk-like  s e tting for the  ge ne ra l de ve lopme nt which ha s  a lre a dy profite d the  owne rs

through the  sa le  of homes in the  Flags ta ff Meadows deve lopment project, and these  cos ts

should be  disa llowed.26

24

A.

A.

A.

A.
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1 Q Are there also power costs involved to pump water from the holding pond to the

lake, and other costs related to operating the lake fountain?

Yes, however a t this  point S ta ff is  unable  to breakout these  costs , but recommends tha t the

Compa ny be  re quire d to s e pa ra te  the s e  cos ts  in its  ne xt ra te  a pplica tion s o tha t the s e

expenses can be independently analyzed

7 Q Mr. Bourassa states that Staff disallowed $99.272 of costs related to wastewater

treatment plant #2, but should have included this amount as there is other sufficient

supporting documentation to substantiate the costs. See Bourassa RT at 5. Does

Staff accept this number?

No, as  mentioned ea rlie r in response  to S ta ff da ta  request 2,1, the  Company supplied S ta ff

with a  de ta ile d sche dule  of a ccount ba la nce s  in which the  Compa ny s ta te d tha t a ccount

380 Tre a tme nt a nd Dis pos a l Equipme nt Tre a tme nt P la nt # 2 wa s  va lue d a t $546,704

Howeve r, pe r examina tion of the  Company's  re sponse  to S ta ff da ta  request number 3.18

in which S ta ff a sked for a  de ta iled line  item schedule  of a ll cos ts  incurred from Santee  for

Trea tment P lant # 2, the  Company presented S ta ff with a  diffe rent amount. The  Company

s ta te d tha t: "Our re vie w of the se  cos ts , contra ct billings  a nd cha nge  orde r billings  found

the  following S a nte c invoice s  to be  a pplica ble  to the  cos ts  for a ccount # 380 Tre a tme nt

a nd Dis pos a l Equipme nt, Tre a tme nt P la nt #  Z." The  re vis e d cos t pre s e nte d by the

Compa ny for Tre a tme nt P la nt #  2  is  $463,0ll, a  s hortfa ll of $83,693. The re fore , this

le n d s  c re d e n c e  to  S ta ffs  a d ju s tme n t a s  th e re  is  n o t

tha t it doe s  no t e xis t.

o the r s ufficie nt s upporting

documenta tion to substantia te  these  costs  ($83,693) due  to the  Company's  own admiss ion

The re fore , S ta ff is  only ma king a  $13,579 a djus tme nt (i.e

$463,01 l-$449,432 the  number of cance lled checks) for unsubstantia ted documenta tion
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1 Q Mr. Bourassa states that accumulated amortization of CIAC shouldbe increased to

reflect 2 years of amortization. See Bourassa RT at 6. Does Staff accept this

Ye s . Howe ve r_ the  a mount will d iffe r due  to  S ta ffs  CIAC a mortiza tion ra te  which is

ca lcula te d  from the  p la nt in  s e rvice  de pre cia tion compos ite  ra te . S ta ffs  a djus tme nt

increases  accumula ted amortiza tion by $4,083, from $8,167 to $12,250 a s  the  a ssocia ted

a ccumula te d  a mortiza tion  s hou ld  include  2  ye a rs  o f a mortiza tion  (us ing  a  % ye a r

conve ntion) s ta rting in 2004. This  a djus tme nt is  s hown on S urre butta l S che dule  J MM

1 0 Income Statement

11 Q Has Staff reviewed Mr. Bourassa's rebuttal testimony regarding the income

statement?

15 Q P le a s e  c o m m e n t o n  Mr.  Bo u ra s s a 's  s ta te m e n t th a t S ta ff's  a c c e p ta n c e  o f th e

Compa ny's  d ire c t p ropos a l to  inc lude  the  350  p ro je c te d  cus tome rs  is  ju s tifie d  in

orde r to  fu rthe r pe na lize the  Compa ny?  S e e Bouras s a RT a t 9

This  s ta te me nt is  unfounde d a nd incorre ct. If you  re a d  through its  d ire ct te s timony

s ubmitte d, S ta ff s pe cifica lly s ta te s  throughout its  te s timony tha t it ha s  a cce pte d the

Compa ny's  propos a l in a n e ffort to a lle via te  the  ra te  burde n on cus tome rs . a s shown

be low

Staff, in an effort to alleviate the rate burden on customers, has accepted the

Compa ny's  propos a l a nd will include  e s tima te d us a ge  of 350 he ine s  tha t a re  curre ntly

be ing built, in  the  ra te  de s ign" S e e  Dire ct Te s timony of J e ffre y M. Michlik ("In/Iichlik

DT") in the  Exe cutive  S urrnna iy



S urre butta l Te s timony of J e fiie y M. Michlik
Docke t No. WS-04235A-06-0303
Page 10

Why is  S ta ff a cce pting the s e  proje cte d numbe rs ? The  numbe rs  s ubmitte d  by the

Company a re  known projects  currently under deve lopment and assume tha t the  homes will

be  bu ilt. The  Compa ny h a s  p ro vid e d the s e  numbe rs  in a n  e ffo rt to  min imize  the

impa ct on the  ra te s a nd is  not inte nde d to s e t a ny pre ce de nt for this  or a ny othe r utility

re gula te d by the  Commis s ion." S e e  Michlik DT a t ll

the Company in its rate application

proposed including 350 homes that are currently being built.

In an e ffort to le ssen the  ra te  impact on cus tomers ,

S ta ff accepted the

Company's  proposa l and has  included these  350 cus tomers  in the  ra te  des ign in orde r to

ame liora te  the  ra te  shock tha t current and future  cus tomers  will expe rience ." See Mic h lik

DT a t 17

13

14

Rate Design

Has Staff reviewed Mr. Bourassa's rebuttal testimony regarding Rate DesignQ

17 Q Has Staff's rate design changed as a result of the Company's rebuttal testimony

Yes, S ta ff has  provided a  revised ra te  des ign. See  Surrebutta l Schedule  IMM-WW11

20 Q What is the rate impact on a %-inch meter residential customer using a median

consumption of 4,500 gallons

The  median usage  of re s identia l %-inch me te r cus tomers  is  4,500 ga llons  pe r month. The

'A-inch mete r re s identia l cus tomer would experience  $18.54 or 150.92 pe rcent increase  in

$12.71 or 103.50 pe rce nt incre a s e  in the ir monthly bill from $12.29 to $25.00 unde r

Sta ff" s  recommended ra tes . See  S ta ff Surrebutta l Schedule  JMM-WWl2



S m-re butta l Te s timony of J e ffre y M. Michlik
Docke t No. WS -04235A006-0303
P a ge  11

1 Q Does this conclude your surrebuttal testimony

Yes. it does



UTILITY SOURCE. LLC. - Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31. 2005

Surrebuttal Schedule JMM-WW1

REVENUE REQUIREMENT

COMPANY
REBUTTAL
ORIGINAL

COMPANY
REBUTTAL

STAFF
SURREBUTTAL

ORIGINAL

STAFF
SURREBUTTAL

DESCRIPTION VALUE VALUE

1 Adjusted Rate Base $ 1,314,093 $ 1,314,093 $ 1,034,141 1.034.141

2 Adjusted Operating Income (Loss) $ (31,551) $ (31,551) $ (70,893) $ (70,893)

3 Current Rate of Return (L2 I L1) W

4 Required Rate of Return 10.509 10.509 8.90%

5 Required Operating Income (LE ' LI) 137.980 137.980 92.039 92.039

6 Operating Income Deficiency (L5 - L2) 159.531 t69.479 162.931 152.931

7 Gross Revenue Conversion Factor 1 .0000 1 .0000 1 .0000 1 .0000

8 Required Revenue Increase (L7 ' LE) 169.479 169.479 162.931 162.931

9 Adjusted Test Year Revenue 113.905 113.905 59.552 59.552

10 Proposed Annual Revenue (LB + LE) 283.384 283.384 222.483 222.483

11 Required Increase in Revenue (%) 148.79% 148.79% 273.59% 273.59%

12 Rate of Return on Rate Base (%) 10.50% 10.50%

References
Column (A):
Column (B):
Column (C):
Column (D):

Company Rebuttal Schedule B-1
Company Rebuttal Schedule B-1
Staff Surrebuttal Schedules JMM-WW2, JMM-WW7
Staff Surrebuttal Schedules JMM-WW2, JMM-WW7



UTILITY SOURCE. LLC... Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31. 2005

Surrebuttal Schedule JMM-WW2

RATE BASE _ ORIGINAL COST

COMPANY
REBUTTAL

AS
FILED

STAFF
SURREBUTTAL
ADJUSTMENTS REF

STAFF
SURREBUTYAL

AS
ADJUSTED

1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $

$

1 ,595,481
96

1 ,499,290 $

(302,082) ADJ # 1 $
(22,656) ADJ # 2

(279,426) s

1 ,29s,399
73.535

1219,864

4 $Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

197.973
12

185.196
(527) ADJ # 3

197.973
12.250

185.723

7 Advances in Aid of Construction (AIAC)

8 Customer Deposits

9 Deferred Income Tax Credits

10 Unamortized Finance Charges

11 Deferred Tax Assets

12 Working Capital

13 Original Cost Rate Base $ 1,314,094 $ 1,034,141

References
Column (A), Company Rebuttal Schedule B-1
Column (B): Surrebuttal Schedule JMM-WW3
Column (C): Column (A) + Column (B)
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LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

l I

I

Utility Source, LLC. - Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December at, 2005

Surrebutlal Schedule JMM~WW4

RATE BASE ADJUSTMENT no. 1 - PLANT ADJUSTMENTS

IA] [Bl [C]

1
2

Treatment and Disposal Equipments(Account 380)
Totals $

1,106,874
1,106,874 $

(302,082)
(302,082) s

804,792
804,792

3
4
5
s

Staff's Calculation of Treatment and Disposal Etzuioment (Account 380)
Adjustments for the Company's overstatement and understatement of sub accounts
Removal of manmade water falls, streams, ponds and lakes
Unsubstantiated costs of $99,272 relating to Treatment Plant No, 2
Total

s

$

(24,107)
(178,703)
(99,272)

(302,082)

References:
Column A:
Column B:
Column C:

Company Rebuttal Schedule B-1, Page 1
Testimony, JMM, Surrebuttal Schedule JMM-WW3
Column [A] + Column [B]
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LINE
N re*. 1Eger wlpTI r~

COMPANY
ms: FILE 1

STAFF
ADJUSTMEN I H

STAFF
AS ADJUSTED

Utility Source, LLC. - Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31. 2005

Surrebuttal Schedule JMM-W W 6

RATE BASE ADJUSTMENT no. 3 . ACCUMULATED AMORTIZATION OF CONSTRIBUTIONS IN AID OF CONSTRUCTION

1 Accumated Amortization of CIAC 12,777 $ (527)  $ 12.250

3
4
5

$ 197.973
4.1252%

8

Staff's amortization of CIAC
Amortization of CIAC
Composite amortization rate (see JMM-WW5)
Amortized CIAC $

Plus prior year amortization (using 1/2 year convention) $ 4

6 Accumulated Amortization of CIAC 12.250

References
Column A:
Column B:
Column C:

Company Rebuflal Schedule B-1, Page 1
Testimony, JMM, Surrebuttal Schedule JMM-WW3
Column [A] + Column [B]



z I

I\

Utility Source, LLC. - Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-WW7

OPERATING INCOME STATEMENT . ADJUSTED TEST YEAR AND STAFF RECOMMENDED

IA] [B] [D] IE]

LINE
NO. DESCRIPTION

COMPANY
REBU1'rAL
TEST YEAR
AS FILED

STAFF
SURREBUTrAL

TEST YEAR
ADJUSTMENTS

[C]
STAFF

SURREBU'1'llAL
TEST YEAR

AS
ADJ USTE D

STAFF
SURREBUTTAL

PROPOSED
CHANGES

STAFF
SURREBUTTAL

RECOMMENDED

\1
2
3
4
5

$ 112,248 s (54,353) ADJ#1 $ 571895 $ 162,931 $ 220,826
REVENUES:

Metered Water Sales
Water Sales .. Unmetered
Other OperatingRevenue
Total Operating Revenues $

1,657
113,905 $ (54,353) s

1,657
59,552 $ 182,931 $

1,657
222,483

$ s $ $ s

17,423 17,423 17,423

OPERA TING EXPENSES:
Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services- Professional
Contractual Services» Testing
Contractual Services- Other
Repairs and Maintenance
Waste WaterTesting Expense

3,945
4,793
1,195

24,902
15,000

3,945
4,793
1,195

24,902
15,000

3,945
4.793
1 _195

24,902
15,000

Rate Case 12,500
4,965

55,610

12,500
4,965

40,857

12,500
4,965

40,857(14,753) ADJ oz 2

Rents
Transportation Expenses
Insurance
Regulatory Commission Expense
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

s,12a (258) ADJ Ar 3 4,865 4,555

6
7
8
g
10
11
12
13
14
15
16
17
18
19
2 0
2 1
2 2
23
24
25
26
2 7
28
29

Total Operating Expenses
Operating Income (Loss)

$
s

145,456
(31 ,551 )

s
s

(15,011)
(39,342)

$
$

130,445
(70,B93)

$
$ 162,931

s
s

130,445
92,039

References:
Column (A):
Column (B)1
Column (C):
Column(D):
Column (E):

Company Rebuttal Schedule C-1
Surrebuttal Schedule JMM-WW8
Column (A) + Column (B)
Surrebuttal Schedule JMM-WW1
Column (C) + Column (D)



References;
Surrebuttal Schedule JMM-WW9

Surrebutlal Schedule JMM~WW10
Surrebutial Schedule JMM-WW11

ADJ 17
1
2
3

Pro Forma Revenues
Depreciation Expense
Property Taxes

1 r

L

Utility Source, LLC. » Sewer Division
Doeket No. WS-04235A-0S-0303
Test Year Ended December 31, 2005

Surrebutial Schedule JMM-WWB

SUMMARY OF OPERATING INCOME STATEMENT ADJUSTMENTS - TEST YEAR

[A] IB]
STAFF

SURREBUTTAL
ADJ #1

Revenues

IE]

LINE
NO. DESCRIPTION

COMPANY
REBUTTAL
AS FILED

[D]
STAFF

SURREBUTTAL
ADJ #2

Depreciation Exe

[D]
STAFF

SURREBUTTAL
ADJ #3

Prooertv Tax

STAFF
SURREBUTTAL

ADJUSTED

REVENUES:1
2
3
4
5

4 112,248 (54,353) 57,895Flat Rate and Metered Revenues
Misc. Service Revenues
Other Wastewater Revenues
Total Operating Revenues

1,657
113,905 (54,353)

1 .657
59,552

6 OPERATING EXPENSES:

17,423 17,423

3,945
4.793
1 ,195

24,902
15,000

3,945
4.793
1,195

24,902
15,000

12,500
4,965

55,610 (14,753)

12,500
4.965

40,857

7
8
9

10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25
25
27

Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services- Professional
Contractual Sewices- Testing
Contractual Services- Other
Repairs and Maintenance
Waste WaterTesting Expense
Rents
Transportation Expenses
Insurance
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than income
Property Taxes
Income Tax

5.123 (258) (258) 4,865

28
29

Total Operating Expenses
Operating Income (Loss)

145,456
(31 ,551) (54,353)

(15,011)
15,011

(258)
258

130,445
(70,893)



LINE
no. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Water Division
Docket No. WS-0-4235A-06-0303
Test Year Ended December 31. 2005

Surrebuttal Schedule JMM-WW9

OPERATING INCOME ADJUSTMENT # 1 - REMOVAL OF PRO FORMA REVENUES

Metered Water Sales 112,248 $ (54,353) $ 57

Staff's Calculation
Removal of Pro forma Revenues in response to Company's rebuttal testimony 54.353

References
Column A:
Column B:
Column C:

Company Schedule C-1
Testimony, JMM, Schedule JMM-W9
Column [A] + Column [B]
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LINE
no. Prope Tax Calculation

COMPANY
AS FILED

STAFF
ADJUSTMENT

STAFF
AS ADJUSTED

Utility Source, LLC. - Sewer Division
Docket No. WS-04235A»05-0303
Test Year Ended December 31. 2005

Surrebut'!al Schedule JMM-WW11

OPERATING EXPENSE MDJUSTMENT no. 3 . PROPERTY TAX

ra w

1 Property Taxes 5,123 $ (258) $

59.552
2

119.104
222.483
341.587

1 13.862
2

227.725

2
3
4
5
6
7
8
g
10
11
12
13
14
15
16

Staffs Calcualation of Probertv Tax
Staff Adjusted Test Year Revenues - 2002
Weight Factor
Subtotal (Line 1 9 Line 2)
Staff Recommended Revenue. Per Schedule JMM-WW1
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 ' Line B)
Plus: 10% of CWIP - 2002
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 ' Line 13)
Composite Property Tax Rate (Per Company Schedule C-2, Page 3, Line 16)

227.725
23.50%
53515

9.0903%

17
18

Staff Proposed Property Tax Expense (Line 14 ' Line 15)
Company Proposed Property Tax

19 Increase/(Decrease) to Property Tax Expense (258)

References
Column A: Company Rebuttal Schedule B-1, Page 1
Column Br Testimony, JMM, Surrebuttal Schedule JMM-WW8
Column C: Column [A] + Column [B]



$ 6.85
6.70
8.99

11.09
9.84

200.80
175.70
200.80
627.50

| I

\

UTILITY SOURCE, LLC. - Sewer Division
Docket No. W-04235A-06-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-WW12

RATE DESIGN

Monthly Minimum Charge
Present
Rates

Company
Proposed Rates

Staff
Recommended Rates

$ $

Rate per 1,000 gal. water usage

Residential
Car washes, Laundromats, commercial, manufacturing
Hotels and Motels
Restaurants
Industrial Laundries
Waste Haulers
Restaurant Grease
Treatment Plant Sludge
Mud Sump Waste

u

2.73
2.67
3.58
4.42
3.92

80.00
70.00
80.00

250.00

10.43
10.20
13.58
16.88
14.97

305.60
267.40
305.50
955.00

Service Charges

$ 20.00
40.00

$ 20.00
40,00

$ 20.00
40.00

* * *

50.00
40.00

50.00
40.00

50.00
40,00

* *

3.00%
20.00
1_50%

3.00%
20.00
1.50%

Per Rule
20.00

*as*

40,00 40,00 40.00

Establishment
Establishment of Services after hours
Re-establishment of Service
Reconnection Services
Reconnection (Deliquent and After Hours)
Minimum Deposit Requirement
Deposit interest
Charges for NSF Check
Deferred Payment Finance Charge
Late Payment, Per Month
Service Calls, per hour (After hours only)
Service Lateral Connection Charge:
Residential
Commercial
Main Extension Tariff

500.00
Cost
Cost

500,00
Cost
Cost

50000
Cost
Cost

* Per Commission Rule R14-2-603(D)
Per Commission Rule R14-2-603(B)
Per Commission Rule R14-2-608(F)



1
1

I

UTILITY SOURCE, LLC. - Sewer Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Surrebuttal Schedule JMM-WW13

Typical Bill Analysis
General Service 3/4-Inch Meter

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 4,740 $ 12,94 $ 34.51 s 21.57 166.67%

Median Usage 4,500 12.29 32.76 $ 20.48 166.67%

Staff Recommended

Average Usage 4,740 $ 12.94 $ 49,43 $ 36.49 282.00%

Median Usage 4,500 12.29 46.93 $ 34.64 282.00%

Present 8¢ Proposed Rates (Without Taxes)
General Service 3/4-Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
%

Increase

Staff
Recommended

Rates
%

Increase
$ $ $

1,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

2.73
5.46
8.19

10.92
13.65
16.38
19.11
21 .84
24.57
27.30
30.03
32.76
35.49
38.22
40.95
43.68
46.41
49.14
51 .87
54.60
68.25
81 .90
95.55

109.20
122.85
136.50
204.75
273.00

7.28
14.56
21 .84
29.12
36.40
43.68
50.96
58.24
65.52
72.80
80.08
87.36
94.64

101 .92
109.20
116.48
123.76
131 .04
138.32
145.60
182.00
218.40
254.80
291 .20
327.60
364.00
546.00
728.00

166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
t66.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%
166.67%

10.43
20.86
31 .29
41 .71
52.14
62.57
73.00
83.43
93.86

104.29
1 14.71
125.14
135.57
146.00
156.43
166.86
177.29
187.71
198.14
208.57
260.72
312.86
365.00
417.14
469.29
521 .43
782.15

1,042.86

282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00°/o
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
282.00%
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EXECUTIVE SUMMARY
UTILITY SOURCE. L.L.C

DOCKET NO. WS-04235A-06-00303

The surrebutta l tes timony of S ta ff witness  S teven P .. Irvine  addresses  the  following issues

Ca pita l S tructure S ta ff re comme nds tha t the Arizona Corpora tion Commis s ion
("Commis s ion") a dopt a  ca pita l s tructure  for Utility S ource , L.L.C. ("Applica nt" or "Compa ny")
for this  proceeding consis ting of 0 percent debt and 100 percent equity

Cos t of Eq.uitv - S ta ffs  e s tima te d re turn on e quity ("ROE") for the  Applica nt is  ba se d on cos t of
e quity e s tima te s  for the  s a mple  compa nie s  of 9.4 pe rce nt for the  ca pita l a s s e t pricing mode l
("CAP M") a nd 8.4 pe rce nt for the  discounte d ca sh flow me thod ("DCF")

Ove ra ll Ra te  of Re turn
("ROR") of 8.9 pe rce nt

S ta ff re commends  tha t the  Commiss ion adopt an ove ra ll ra te  of re turn

Response  to Mr. Boura ssa 's  Rebutta l Tes timony .- The  Commiss ion should re je ct the  Compa ny
proposed 10.5 pe rcent ROE for the  following reasons

The  Compa ny's  DCF e s tima te s  re ly e xclus ive ly on  a na lys t's  fore ca s ts . In
addition, the  Company's  DCF cons tant growth ana lys is  does  not include  dividend
growth

The  Cornpa lly's  ris k pre mium a na lys is  is  not ma rke t ba s e d a nd ina ppropria te ly



Surrebutta l Tes timony of S teven P . Irvine
Docke t No. WS -04235A-06-0303
Page 1

INTRODUCTION

2 Q Please state your name, occupation, and business address

My na me  is  S te ve  Irvine . I a m a  P ub lic  Utilitie s  Ana lys t e mploye d  by the  Arizona

Corpora tion  Commis s ion  ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion  ("S ta ff")

My business  address  is  1200 West Washington Stree t, Phoenix, Arizona  85007

7 Q- Did you previously file direct testimony dealing with cost of capital in this case

9

1 0 Q What matters are addressed in your surrebuttal testimony

This  surrebutta l te s timony presents  an upda te  of S ta ffs  cos t of capita l ana lys is  and re la ted

re co mme n d a tio n s  fo r Utility S o u rce ,  L.L.C .  ("Utility S o u rce " o r "Co mp a n y") a n d

re s ponds  to cos t of ca pita l e le me nts  of the  re butta l te s timony of Utility S ource  Witne s s

Mr. Thomas J . Bourassa

1 6 Q P le a s e  e xpla in how S ta ff's  s urre butta l te s timony is  orga nize d

S ta ffs  s urre butta l te s timony is  pre s e nte d in four s e ctions . S e ction I is  this  introduction

S e ction II dis cus se s  S ta ffs  upda te d cos t of ca pita l a na lys is . S e ction III pre se nts  S ta ff' s

comments  on the  cos t of capita l e lements  of the  rebutta l te s timony of the  Applicant's  cos t

of ca pita l witne s s , Mr. Thoma s  I. Boura s s a . S e ction III conta ins  five  s ubhe a dings  tha t

group toge the r conunon issues  re la ted to the  Company's  cos t of capita l rebutta l te s timony

The  subhe a dings  a re : unique  risk a nd s ize , compa rison to a ctua l a nd a uthorize d re turns

a na lys t fore ca s ts , S ta ff inputs , a nd ca pita l a s se t pricing mode l ("CAP M"). La s tly, S e ction

IV presents  Staff" s  cost of capita l recornrnendations



Surrebutta l Tes timony of S teven P . Irvine
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2 Q

UP DATE D CO S T O F  CAP ITAL ANALYS IS

Ha s  S ta ff upda ted its  cos t of capita l ("COC") a na lys is s ince tiling dire ct te s timony

Ye s . S ta ff ha s  upda te d the  a na lys is  to re fle ct more  curre nt ma rke t da ta . Surrebutta l

schedules  SPI-1 through SPI-8 a re  included to support the  new results  and ana lysis

6 Q Has Staff updated the capital structure?

No. S ta ff continues  to recommend a  capita l s tructure  composed of 0 pe rcent debt and 100

pe rcent equity

10 Q Has Staff changed its method of calculating rate of return ("ROR")?

No. The  methodology has  not been changed

1 3 Q What is Staff's updated return on equity ("ROE

The  ROE in S ta ffs  dire ct te s timony wa s  9.6 pe rce nt. S ta ff now re comme nds  a n 8.9

percent ROE

1 7 Q What is Staff's updated ROR estimate?

The  ROR in S ta ff" s  dire ct te s timony wa s  9.6 pe rce nt. S ta ff now re comme nds  a n 8.9

pe rce nt ove ra ll ROR for Utility S ource . S ta ff" s  re comme nda tion is  ba se d on a n ROE of

8.9 percent and a cost of debt of 0 percent



Surrebutta l Tes timony of S teven P . Irvine
Docke t No. WS-04235A-06-0303
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1 111. RESPONSE TO THE REBUTTAL TESTIMONY OF THE APPLICANTS COST

2 OF CAPITAL WITNESS MR. THOMAS J. BOURASSA

3 Q Are there any overriding issues with the Company's position that sheds light on the

Company's cost of capital testimony

Ye s . The  Compa ny's  re butta l te s timony conta ins  wrong conclus ions , incons is te ncie s

misa pplie s  conce pts , a nd ignore s  importa nt fa ctors . Howe ve r, the  mos t re ve a ling a spe ct

o f the  Compa ny's  cos t o f ca p ita l te s timony is  its  de mons tra tion  o f a  funda me nta l

misunde rs ta nding of the  cos t of e quity its e lf. A ma jor criticism by the  Compa ny of S ta ffs

approach is  the  se lection of inputs  to the  mode ls . However, the  Company has  no credible

grounds  to criticize  the  inputs  use d by S ta ff in its  cos t of ca pita l mode ls . In a ddition, the

Company has  not se lected superior inputs  for cost of capita l mode ls

1 3 Unique Risk and Size

14 Q What  is Staffs response to the Company's assertion that, "If there is a lack of

diversification, limited revenues and cash flow, small customer base, higher

regulatory risk, and higher liquidity risk, investors do care and risk is higher

It is  uncle a r whe the r the  re fe re nce  to la ck of dive rs ifica tion re fe rs  to dive rs ifica tion of a n

inve s tor's  portfolio or the  bus ine ss  line s  of a  compa ny. If the  s ta te me nt me a ns  to conve y

tha t unique  risks  a re  important to an inves tor who does  not hold a  dive rs ified portfolio, the

s ta te me nt ma y be  true  but is  irre le va nt to de te rmina tion of cos t of e quity. Inve s tors  who

hold dive rse  portfolios  ca n e limina te  non-sys te ma tic risk. The re fore , only sys te ma tic risk

a ffe cts  the  cos t of e quity. The  ma rke t doe s  not re wa rd for unique  ris k a s  it ca n be

dive rs ifie d a wa y. If the  s ta te me nt me a ns  to cite  la ck of dive rs ifica tion of a  compa ny's

bus iness  lines  a s  an example  of a  unique  risk tha t is  a  conce rn to inves tors , the  s ta tement

ma y be  true  of inve s tors  who do not hold dive rs e  portfolios , but is  untrue  for inve s tors

'T'lwnn*v:as T Q n n r n.l.L1\).I.Jl.L& 4 r»c>}*n11"1's11 I*¢=\Q1'i1'nnnv.1 ~unLlLA.LuL41 uwuu 1.L1.\l1 1
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holding dive rs e  portfolios . Aga in, inve s tors  who hold dive rs e  portfolios  ca n e limina te

non-s ys te ma tic ris k. The re fore , only s ys te ma tic ris k a ffe cts  the  cos t of e quity. The

marke t does  not reward for unique  risk a s  it can be  dive rs ified away

5 Q, Referring more specifically to the matter of size, what is Staff's response to the

Company's argument that Utility Source faces additional risk related to the small

size of the Companycompared to the sample group

A firm's  s ize  is  a  unique  ris k. The  ma rke t doe s  not re wa rd for unique  ris k a s  it ca n be

dive rs ifie d a wa y. In pre vious  de cis ions  the  Commiss ion ha s  de te rmine d tha t sma ll s ize  is

not grounds  for a  risk pre mium

1 2 Q What is Staff's response to the Company's assertion that the averages of the sample

companies' betas do not reflectUtility Source's level of risk

The  Commiss ion ha s  re gula rly a dopte d S ta ff' s  re comme nde d ROE's  for utilitie s  whose

s tock is  not tra de d ba se d on use  of the se  sa me  sa mple  compa nie s . Furthe rmore , S ta ffs

use  of the  sample  companie s  for its  CAPM ana lys is  is  jus t a s  va lid a s  the  Company's  use

of the  sa mple  for its  DCF a na lys is . The  sa mple  compa nie s  a nd Utility S ource  a re  s imila r

in tha t the y a re  re gula te d utilitie s  a nd s e rve  ca ptive  cus tome rs . Any unique  ris ks  which

ma y diffe re ntia te  Utility S ource  from the  s a mple  compa nie s  a re  dive rs ifia ble  a nd not

grounds  for a  risk pre mium

Ibid. Page 17

Examples can be found in Decision Nos. 64282, 64727, and 66849
Than-mc T Qrxnv-:aQcn'Q rp}°mt'tn] tpctiwmnnv WQUP 17



I I

I

Surrebutta l Tes timony of S teven P . Irvine
Docke t No. WS-04235A-06-0303
Page 5

1 Q.

2

Wha t is  S ta ffs  re s pons e  to  the  Compa ny's  Exhib it No. 2  tha t conta ins  a  2004 s ta ff

me mora ndum from the  Ca lifo rn ia  P ub lic  Utilitie s  Commis s ion  ("CP UC") de ta iling

3 differing rate of return guidelinesbased on company size?

4

5

6

The  Arizona  Corpora tion Commiss ion has  previous ly ruled tha t firm s ize  does  not wa rrant

re cognition of a  risk pre mium. Furthe rmore , a s  inve s tors ' e xpe cta tions  cha nge  ove r time ,

cos t of e quity findings  ma de  in 2004 s hould not be  us e d a s  a  ba s is  for cos t of e quity

e s tima tion in 2007.7

8

9 Q~ Can Staff cite any studies that address the effects of a utility's small size on its cost of

1 0 capita l?

1 1

1 2

1 3

Ye s . This  ma tte r is  the  s ubje ct of a  s tudy by Annie  Wong, which wa s  publis he d in the

J ourna l of the  Midwe s t Fina nce  As s ocia tion in 1993. The  s tudy conclude d tha t while  a

firm s ize  risk fa ctor ma y be  re quire d for indus tria l firms , it is  not re quire d for utilitie s  :

1 4

1 5

1 6

1 7

1 8

The  obje ctive  of this  s tudy is  to e xa mine  if the  s ize  e ffe ct e xis ts  in the

utility indus try. Afte r controlling for e quity va lue s , the re  is  s ome  we a k

e vid e n ce  th a t F in n  s ize  is  a  mis s in g  fa c to r fro m th e  CAP M fo r th e

indus tria l but not for the  utility s tocks . This  implie s  tha t a lthough the  s ize

1 9 phe nome non ha s  be e n  s trongly docume nte d  for the  indus tria ls , the

20

2 1

findings  sugge s t tha t the re  is  no ne e d to a djus t for the  firm s ize  in utility

ra te  regulations.5

22

5 Wong, Annie. "Utility Stocks and the Size Effect: An Empirical Analysis.
1993.

I) Journa l of the  Midwes t Finance

A.

A.

A c~vn.r*1n1'1rn4.l.1.kJ1..7\/\Jl.|ll./! *DQUP OF.L mow Jo..
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1 Q Does Wong e xpla in why s ize  is  not re le va nt in the  utility indus try

Ye s . Wong e xpla ins  tha t the  ma in re a s ons  a re  monopolis tic powe r a nd the  re gula te d

fina ncia l s tructure  of utilitie s

F irs t,  g ive n  firm s ize ,  u tility s tocks  a re  cons is te n tly le s s  ris ky tha n

indus tria l s tocks . S e cond. indus tria l be ta s  te nd to de cre a se  with firm s ize

but utility be ta s  do not. The s e  findings  ma y be  a ttribute d to the  fa ct tha t

a ll public utilitie s  ope ra te  in a n e nvironme nt with re giona l monopolis tic

powe r a nd re gula te d fina ncia l s tructure . As  a  re s ult, the  bus ine ss  a nd

financia l risks  a re  ve ry s imila r among the  utilitie s  rega rdle ss  of the ir s ize s

The re fore , utility be ta s  would not necessa rily be  expected to be  re la ted to

firm s ize

14 Q Does Staff have any comments regarding the article by Dr. Thomas Zepp that argues

that a firm size effect exists for utilities?

Yes . The  s tudy shown in Table  2 of the  a rticle  shows  sample  s ize  limited to a  comparison

be twe e n DCF ba s e d cos t of e quity e s tima te s  for two s ma lle r compa nie s  a nd two la rge r

Ba s e d  on  th is  limite d  s a mple , the  a rtic le  c la ims  to  find  a  s ign ifica n t

diffe re nce ." The  a rticle  fa ils  to ide ntify e s s e ntia l e le me nts  to s upport tha t finding. For

example , the re  is  no explana tion of the  sample  se lection process  to demons tra te  tha t the

sample  companies are  representa tive  of these  respective  populations

Ibid. P a ge  98
Thomas J . Bourassa 's  rebutta l tes timony. Page 18 and 19
Zepp, Thomas  M, "Utility S tocks  and The S ize Effect -. Revis ited."

Fina nce 2002. Page 580
Ibid. Page 580

The Quarterly Review of Economics and
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1 Q.

2

3

Does Staff have any comments regarding the 18.8, 15.7 and 14.2 percent returns for

mid cap stocks that the Company cites as findings of the study by Ibbotson

Associates"1°

4 A, Ye s . The  re turns  cite d a re  long-te mi re turns  for s a mple s  of s tocks  lis te d with Ne w York

5

6

Stock Exchange , American S tock Exchange , and the  Nasdaq Na tiona l Marke t and a re  not

re turns  for utilitie s .11

7

8 Q-

9

1 0

What is Staff's response to the Company's argument that the Commission's previous

decisions rejecting arguments for lim size adjustments do not apply to all Arizona

regulated utilities?12

11

1 2

1 3

1 4

1 5

It is  not cus toma ry for the  Commis s ion to ma ke  a  judgme nt on a  s pe cific principle  in a n

individua l ra te  ca s e  a nd e xpre s s ly a pply the  principle  to  a ll o the r re gula te d Arizona

utilitie s . S uch a  globa l finding would more  cus toma rily be  ma de  in  a  ge ne ric docke t.

Howe ve r, it ca n  be  s a id  tha t the  Commis s ion  ha s  re pe a te dly re je cte d  the  firm s ize

adjustment argument in recent cases.13

1 6

1 7

1 8 Q-

1 9

Comparison to Actual and Authorized Returns

What is Staff"s response to the Company's view that earnings play a far greater role

in investment decisions than the results of a CAPM or DCF model'?4

20

2 1

22

23

Actual earnings are not the earnings expected by the market and thus cannot be equated

with cost of equity ("COE"). The return earned by other companies may be one

consideration in estimating COE, but such returns should not be given a far greater role in

consideration of COE estimation as asserted by the Company.15 The COE is the

A.

A.

10 Thomas J. Bourassa's rebuttal testimony. Page 15.
11 Ibbotson Associates. Stocks, Bonds, Bills, and Inflation Valuation Edition 2006 Yearbook. 2006. Page 141.
12 Thomas J. Bourassa's rebuttal testimony. Page 19 and 20.
13 Examples can be found in Decision Nos. 64282, 64727, and 66849.
14 Thomas J. Bourassa's rebuttal testimony. Page 11.
15 Reid. Page ii.
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e xpe cta tion of inve s tors , not the  his torica l e a rnings .

neces sary for unders tanding the  COE concept

Re cognizing th is  d is tinc tion is

4 Q What is Staffs response to the Company's argument that the current COE should be

higher than ROE's set by regulators in 2003 and 2004 for the sample companies as

shown in D-4.14 as a result of increased interest rates"

This argument ignore s othe r importa nt factors and displays a fundamenta l

mis unde rs ta nding of a  fina ncia l conce pt. This  compa ris on fa ils  to re cognize  tha t COE

changes  over time  and tha t the  re turns  authorized for the  sample  utilitie s  in prior ra te  cases

ca nnot be  compa re d d ire ctly to  the  ma rke t e xpe cta tions  tha t e xis t pre s e ntly.

Company itse lf note s  tha t authorized ROE's  may diffe r from COE if the  authorized ROE's

a re  the  re sult of se ttlement agreements ." Furthe rmore , many va riable s  influence  COE and

an increase  in interest ra tes  does not necessarily result in an increase  in cost of capita l

The

15 Q Does Staff have further comments regarding the Company's view that authorized

ROE's may be a conservative measure of COE?

Ye s .

COE

Sta ff would note  tha t se ttlement agreements  could a lso re sult in an ROE above  the

s hou ld  pa rtie s  a llow a  h ighe r ROE in  e xcha nge  fo r s ome  o the r conce s s ion

S imila rly, a  re gula tor could choos e  to  s e t ROE a bove  COE a t its  own dis cre tion for

wha teve r rea son it see s  fit. This  is  one  rea son, a s  cited previous ly, tha t authorized ROE's

cannot be  equa ted with COE

Ibid. Page 9

Ibid. Page 9
TO-nr! ̀ Dam=>
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1 Q What comment does Staff have in regard to the 13.34 percent rate of return that the

Company calculates using a comparable earnings analysis

Actua l re turns  s hould not be  e qua te d with COE. S ta ff a lso note s  tha t the  pe rce nta ge s

shown in the  annual average  column appear to be  the  product of the  percent increase  in the

5 Ye a rs" column divide d by five . S uch a  product would not yie ld a ve ra ge  a nnua l growth

a s  it doe s  not re cognize  compounding. The  pe rce nta ge s  in the  a ve ra ge  a nnua l column

should re flect smalle r pe rcentages  of growth to account for annua l compounding

9 Q What is Staff's comment on the.Company's suggestion that projected interest rates

should be used rather than current interest rates in cost of equity estimation"

Ana lys ts  who fore ca s t inte re s t ra te s  do not ha ve  a ny more  informa tion a bout the  future

than wha t is  a lready re flected in the  current ra te . P re sent ra te s  a re  more  appropria te  than

forecas ted ra te s , a s  the  bes t indica tor of tomorrow's  yie ld is  today's  yie ld

15

16

Use of Analyst's Forecasts

What comments does Staf f  have regarding Mr. Bourassa's discussion of  the merits of

analysts' forecasts compared to other measures of growth such as historical growth

rates"

Q

20

S ta ff re ite ra te s  comme nts  ma de  in  dire ct te s timony a s  this  ma tte r ha s  a lre a dy be e n

addressed. As  a na lys ts  p ro je ctions  ma y d iffe r from h is toric  g rowth  ra te s  a nd  bo th

me a s ure s  a re  a va ila ble  to the  public, S ta ff include s  both me a s ure s  of growth in COE

estimation to provide  a  ba lanced approach

Ibid. Page 10
Tbid. P325 13
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1 Q- Are historical growth rates any less subjective than using analyst expectations of

2 growth?

3

4

5

6

Ye s . His torica l growth ra te s  a re  the  product of ca lcula tions . Ana lys ts ' proje ctions  a re  the

products  of huma n judgme nt. While  a na lys ts ' proje ctions  a re  more  subje ctive , S ta ff use s

both his torica l growth a nd a na lys ts ' proje ctions  to a chie ve  a  ba la nce d a pproa ch to COE

estimation as  discussed previously.

7

8 Q.

9

P le a s e  d is c us s  the  Compa ny's  e xc lus ion  o f h is to ric a l d ivide nds  pe r s ha re  ("DP S ")

a nd  EP S  g rowth  from its  DCF mode l.

1 0

11

Exclus ion of inputs  tha t te nd to e ithe r incre a s e  or de cre a s e  re s ults  produce s  a  s ke we d

re sult ra the r tha n the  ba la nce d outcome  tha t is  S ta ffs  obje ctive . S ta ff include s  his torica l

1 2

1 3

1 4

1 5

1 6

DPS and EPS  growth because  this  is  informa tion readily ava ilable , and it is  rea sonable  to

e xpe ct inve s tors  to cons ide r this  informa tion in ma king inve s tme nt de cis ions . Ha d S ta ff

e xclude d his torica l DP S  a nd EP S , it would ha ve  be e n ne ce s s a ry to a ls o e xclude  the

highest growth components  in order to mainta in a  ba lanced outcome. S ta ff" s  methodology

for ca lcula tion of growth for us e  in the  DCF mode l give s  e qua l we ight to his torica l a nd

1 7 proje cte d EP S , DP S  a nd s us ta ina ble  growth. Ca lcula tion  of S ta ffs  DCF growth  ra te

1 8 component is  shown in Surrebutta l Schedule  SPI-7.

1 9

20 Q.

2 1

Wha t is  S ta ffs  comme nt re ga rd ing  the  Compa ny's  e xclus ion  o f DP S  growth  in  its

DCF ana lys is?21

22

23

24

Re ce ntly, in De cis ion No. 68487, da te d Fe brua ry 23, 2006, the  Commis s ion re je cte d a

s imila r a ction by a n a pplica nt who ha d e xclude d se ve ra l DCF re turn ra te s  a s  the  re sults

we re  le s s  tha n re turns  be ing a uthorize d in othe r juris dictions ." Exclus ion of inputs  tha t

A.

A.

A.

21 Ibid. Page 7.
22 Docket No. G-01551A-04-0876.
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produce  re sults  tha t a re  vie we d a s  e ithe r too low or too high ba se d on a  compa rison to a

benchmark of one 's  choos ing is  inappropria te

4

5

Staff Inputs

Please comment on the Company's characterization of the inputs for Staff's modelsQ

6 as biased

Staff does  not exclude  inputs  to the  models  because  they produce  results  tha t a re  above  or

be low a  se lected benchmark and a re  viewed a s  too low or too high. In the  ca se  of S ta ff' s

e xclus ion of Conne cticut's  ne ga tive  EPS  growth, S ta ff ha s  e xclude d the  ne ga tive  growth

as  it is  incons is tent with the  DCF mode l

12 Q Please comment on Staff's use of both arithmetic and geometric means in cost of

e quity e s tima tion?

Sta ff uses  both a rithmetic and geometric means  in the  cost of equity ana lys is  as  it provides

a  ba lanced approach to the  ana lys is . David Purce ll's T11e  Cost ofCapita I- A Practitione r 's

Guide de s cribe s  tha t a  dis pute  fre que ntly occurs  re la te d to  the  que s tion of whe the r

a rithmetic or geometric growth be tte r portrays  expected growth in the  DCF mode l and tha t

ne ithe r viewpoint re igns  supreme ." Pa rce l] a lso s ta te s  tha t findings  of a  s tudy by Ca rle ton

a nd La konis hok on the  ma tte r le a d to a  conclus ion tha t inve s tors  like ly cons ide r both

a rithmetic and geometric growth ra tes

Parcels. David C.The Cost ofCapitaI-A Practitioner 's Guide. Parcels. 1997. Pages. 8 22 and 8 - 23
.L\.)J\J... J



I

Q

Surrebutta l Tes timony of S teven P . Irvine
Docke t No. WS-04235A-06-0303
Page 12

1 C AP M

2 Q-

3

What comment does Staff have in response to the Company's assertion that Staffs

current market risk premium ("MRP") is very unstable?25

4

5

6

It is  incorrect to conclude  tha t changes  in S ta ff" s  current MRP ove r time  s ignify ins tability

in S ta ffs  me thod for de te rmining the  MRP . Cha nge s  in S ta ffs  curre nt MRP  re s ults  a re  a

re flection of changes  in the  ma .rke t's  current risk premium ra the r than ins tability in S ta ff" s

7 me thod.

8

9 Q-

1 0

Please discuss the Company's comments regarding Staff 's use of median values

rather than average (mean) values in deriving the current MRP.

11

1 2

1 3

1 4

The  Compa ny re pre s e nts  tha t it ha s  ca lcula te d the  a ve ra ge  price  divide nd yie ld a nd

average price  apprecia tion potentia l and that the  averages are  higher than the  medians used

by S ta ff. S ta ff ha s  not ca lcula ted the  ave rages  for the  apprecia tion potentia l and dividend

yie ld. Ra ther than ca lcula ting the  averages , S ta ff has  re lied on the  median va lues  for these

1 5 indica tors  publis he d on the  front pa ge  of Va lue  Line 's  we e kly Inve s tme nt S urve y. S ta ff

1 6

1 7

1 8

1 9

20

note s  tha t Va lue  Line publishe s  the  me dia ns  on the  front pa ge of the  Inves tment Survey

and tha t the  Company has  ca lcula ted the  ave rages  a s  an a lte rna tive . S ta ff ha s  chosen to

use  the  median dividend yie lds  and median apprecia tion potentia l a s  the  figures  a re  highly

a cce s s ible  both to S ta ff a nd the  inve s tme nt community. In  a dd ition  to  be ing  more

a cce s s ible , me dia n me a s ure s  a ls o ha ve  the  be ne fit of be ing le s s  a ffe cte d by s ta tis tica l

2 1 outlie rs .

A.

A.

25 "l"1»\twl~;»a T Tlnnr-:rnc-¢:':a
.l...lJ.\JlllL\LJ J

"c rnPn 1H':.~1 'h2>c;*1"t 1'nnnv.1..!\../\J.A I..IL}LJLI L) 1 uLn...¢L\.u.4J. uw4 L4;A4u1AJ u Parma 'Tl$4 \J 4...../ »
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1 Q- Are there clear technicalmerits to the use of eithermedian or average (mean) values

2 in  ca lcula tion of divide nd yie ld or a ppre cia tion pote ntia l?

3

4

5

6

7

No. Both a re  me a s ure s  of ce ntra l te nde ncy. One  ca nnot know in a dva nce  whe the r a

ra ndom s e t of da ta  will ha ve  a  highe r me dia n or a ve ra ge . For this  re a s on, S ta ffs  us e  of

median va lues  is  not meant to reduce  S ta ff" s  cos t of equity e s tima tion. S ta ff has  re lied on

the  me dia n va lue s  cons is te ntly in the  pa s t a s  the y a re  le s s  a ffe cte d by s ta tis tica l outlie rs

than average  values and are  published figures on The  Value  Line  Investment Survey's front

8 page .

9

1 0 Iv. STAFF RECOMMENDATIONS

11 Q. What are  Staff's  recommendations  for Utility Source 's  cost of capita l?

1 2 Sta ff ma ke s  the  following re comme nda tions  for Utility Source 's  cos t of ca pita ll

1 3

1 4

1 5

1 6

Staff recommends a  capita l s tructure  of 0 percent debt and 100 percent equity.

S ta ff recommends no cost of debt as  it is  not applicable .

S ta ff recommends a  cost of equity of 8.9 percent.

S ta ff recommends an overa ll ra te  of re turn of 8.9 percent.

1 7

18 Q. Does this conclude your surrebuttal testimony?

1 9

A.

A.

A.

2.

3.

4.

Yes, it does .

1.
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EXECUTIVE SUMMARY
UTILITY SOURCE. LLC-WASTEWATER

DOCKET NO. WS-04235A-06-0303

Upon re vie w of its  surre butta l te s timony submitte d to Docke t Control on Monda y, Ma rch
19*". 2007. S ta ff note d two e rrors . The  firs t wa s  tha t the  incorre ct s urre butta l s che dule s  we re
include d. The  s e cond e rror wa s  tha t one  of S ta ffs  a djus tme nts  de s cribe d in the  s urre butta l
te s timony was  not re fle cted in the  surrebutta l schedule . The re fore , S ta ff is  submitting its  revised
surrebutta l testimony and schedules

S ta ff"s  re vis e d s urre butta l te s timony re comme nds  re vis e d ra te s  tha t would incre a s e
ope ra ting  re ve nue s  by $121,549 to  produce  ope ra ting  re ve nue s  of $235,454 re s ulting  in
opera ting income of $113,905, or a  106.71 percent increase  over tes t year revenues  of $113,905
Staff a lso recommends a  revised FVRB of $1,113,582

Revenue Requirement

S ta ff recommends its  revenue  requirement, revenue  increase , and percentage  of revenue
Increase

Rate Base

Sta ff re sponds  to the  Company's  adjus tment to accumula ted amortiza tion of contributions
in a id of cons tnlction ("CIAC"), a nd furthe r comme nts  on why some  of the  pla nt in se rvice  ite ms
should s till be  disa llowed

Income Sta tement

S ta ff re sponds  to the  Company's  unfounded and incorrect a sse rtions  rega rding why S ta ff
origina lly accepted the  Company's  proposa l

Ra te  Design

Staff expla ins  the  new ra te  design and the  e ffects  it will have  on wastewate r customers



Re vise d S urre butta l Te s timony of J e ffre y M. Michlik
Docke t No. WS-04235A-06-0303
Page 1

1

2

INTRODUCTION

Q Please state your name, occupation, and business address

My n a me  is  J e ffre y M. Mich lik. I a m a  P ub lic  Utilitie s  Ana lys t V e mploye d  by the

Arizona  Coipora tion  Commis s ion  ("ACC" o r "Commis s ion") in  the  Utilitie s  Divis ion

("S ta ff'). My bus iness  addre ss  is  1200 Wes t Washington S tree t, Phoenix, Arizona  85007

7 Q Are  you  the  s ame  J e ffrey M. Michlik who filed  d irec t te s timony in  th is  c a s e

1 0 Q- Why is Staff submitting revised surrebuttal testimony

Upon re vie w of its  s urre butta l te s timony s ubmitte d to Docke t Control on Monda y, Ma rch

19`". 2007. S ta ff note d two e rrors . The  firs t wa s  tha t the  incorre ct s urre butta l s che dule s

we re  include d. The  s e cond e rror wa s  tha t one  of S ta ffs  a djus tme nts  de s cribe d in the

s urre butta l te s timony wa s  not re fle cte d in the  s urre butta l s che dule . The re fore , S ta ff is

submitting its  revised surrebutta l te s timony and schedules

1 7 Q What is the purpose of your revised surrebuttal testimony in this proceeding

The  purpose  of my re vis e d surre butta l te s timony in this  proce e ding is  to provide  S ta ff' s

re s pons e  to  the  re butta l te s timony of Utility S ource , LLC ("Compa ny") witne s s , Mr

Thoma s  J . Boura ssa , re ga rding re ve nue  re quire me nt, ra te  ba se , ope ra ting re ve nue s  a nd

expenses, and rate  design

23 Q Please explain how Staffs revised surrebuttal testimony is organized

S ta ffs  re vise d surre butta l te s timony is  ge ne ra lly orga nize d to pre se nt is sue s  in the  sa me

sequence  as  presented in Mr. Bourassa 's  rebutta l tes timony

27 Q Does Staff's lack of response to a particular issue mean it is accepting the Company's

position on that issue

No. S ta ffs  la ck of re s pons e  to  a ny is s ue  in  th is  s Urre butta l te s timony s hould  not be

cons true d a s  a gre e me nt with the  Compa ny's  re butta l te s timony, ra the r, whe re  the re  is  no

re sponse , S ta ff re lie s  on its  origina l direct te s timony



Re vise d S urre butta l Te s timony of J e f&e y M. Michlik
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1

2

3

4

RES P ONS E TO MR. THOMAS  J . BOURAS S A'S  REBUTTAL TE S TIMO NY

Revenue  Requirement

Q Ha s S t a ff  r e v ie w e d  Mr .

requirement?

Bourassa's rebuttal testimony regarding revenue

7 Q Please summarize the proposed and recommended revenue requirement, revenue

increase, and percentage increase

1 0

The  proposed and recommended revenue  requirement, revenue  increase , and pe rcentage

increase  a re  as  follows

Revenue Requirement Revenue Increase

$187,220Company-Direct

Staff-Direct

Company-Rebuttal

Staff-Revised Surrebuttal

$224,908

$283 ,384 $169,479

$121,549

Percentage Increase

164.37 percent

97.45 percent

148.79 percent

106.71 percent

1 8

1 9

Q, Why is the Company's revenue requirement and proposed increase higher than

S ta ffs ?

As  Mr. Bourassa  sugges ts , the  diffe rences  in revenue  requirement a re  primarily a  re sult of

the  diffe re nce s  in ra te  ba se , cos t of ca pita l, a nd de pre cia tion e xpe nse , with the  ba la nce

be ing a ttribute d to the  le ve l of prope rty ta xe s . S e e  Re butta l Te s timony of Thoma s  J

Bourassa  ("Bourassa  RT") a t 2

25 Q Does the Company still propose to include pro forma revenues from future customer

growth in the determination of the revenue requirement and rate increase for the

sewer division?

Yes. See Bourassa RT at 2

30 Q Is  S ta ff s till willing  to  accept the  Company's  propos a l to  inc lude  fu ture  growth  of 350

cus tomers  in the  s ewer divis ion?
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3

4

Rate Base

Q Has Staff reviewed Mr. Bourassa's rebuttal testimony regarding rate base?

7 Q. Would you please identify each party's respective rate base recommendations?

Yes. The  ra te  bases  proposed and recommended by a ll parties  in the  case  a re  as  follows

Compa ny-Dire ct

S ta ff-Dire ct

Compa ny-Re butta l

S ta ff-Revised Surrebutta l

$1,401,953

$989,576

$1,314,093

$1,113,582

$1,401

$989,576

$1,314,093

$1,113

1 5 Q Are there any adjustments to plant in service that were overlooked by Staff in direct

testimony

Ye s , Account 380 Tre a tme nt a nd Disposa l Equipme nt wa s  va lue d a t $1,106,874 in the

origina l applica tion and, pe r examina tion of the  gene ra l ledge r, was  broken out a s  follows

Amount

Trea tment P lant #1

Trea tment P lant #2

Evapora tive  Lagoons

Power to S ite

$ 546,704

Tota l

$ 16

$ 3,750

s 45,819

$1,106,874

In  re s pons e  to  S ta ff da ta  re que s t J CB 3.18 re ga rding Account #380 Tre a tme nt a nd

Dis pos a l Equ ipme n t,  Tre a tme n t P la n t #2 , a nd  J CB 3 .19  re ga rd ing  Accoun t #380

Trea tment and Disposa l Equipment ..- Evapora tive  Lagoons, the  Company s ta tes  tha t there
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were mistakes in both sub accounts as one was understated and the other overstated. In

the case of Treatment Plant # 2 the Company stated that the original amount of $546,704

was incorrect and the total treatment cost for Treatment Plant #2 should be $463,011 a

decrease of $83,693. In the case of the Evaporative Lagoons the Company stated that the

original amount of $161,000 was understated and the total evaporative lagoons cost should

be $220,586, an increase of $59,586. The net effect of the overstatement of the costs for

Treatment Plant # 2 in the amount of $83,693 and the understatement of the costs for the

evaporative lagoons in the amount of $59,586 nets to a decrease of $24,107 (i.e., 83,693

59,586). This adjustment is reflected at line 3 of Staff Revised Surrebuttal Schedule

1 2 Q Are there any other adjustments that you would like to make changes to in Staff's

direct testimony

Ye s , due  to  a  typogra ph ica l e rro r, the  a mount which  S ta ff d is a llowe d  in  the  d ire c t

te s timony for account 380 trea tment and disposa l Equipment for Evapora tive  lagoons  was

$l78,23l, but s hould ha ve  be e n $178,703. This  a djus tme nt is  re fle cte d a t line  4 of S ta ff

Revised Surrebutta l Schedule  JMM~WW4

1 9 Q Mr. Bourassa states that $68,271 in costs related to wastewater treatment should be

included in plant in service. See Bourassa RT at 4. Has the Company provided

additional information to Staff to support its claim?

Ye s , pe r e xa mina tion of the  re butta l te s timony, contra ct, a nd a dditiona l informa tion

provide d by the  Compa ny, S ta ff ha s  de te rmine d tha t this  a mount s hould be  include d in

wa s te wa te r tre a tme nt pla nt # 1, a nd ha s  re move d its  a djus tme nt of it in S ta ff Re vis e d

Surre butta l Sche dule  JMM-WW4

27 Q Mr. Bourassa states that $178,231 (which is now $178,703) of costs related to

evaporative lagoons consisting of water falls, streams, pond is an integral component

of the wastewater treatment system. See Bourassa RT at 5. Does Staff agree
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No , pe r e xa mina tion  o f the  Arizona  De pa rtme n t o f Environme n ta l Qua lity Aqu ife r

P rote ction P e rmit ("AP P ") # 104083, Fla gs ta ff Me a dows  Wa s te wa te r Tre a tme nt P la nt

("WWTP "). Unde r the  Fa cility De s cription:

"The  WWTP  proce s s  will cons is t of a n influe nt lift s ta tion, he a dwork with ba rs  s cre e ns ,

a n e qua liza tion ba s in, a noxic a nd a e ra tion ta nks  for nitritica tion-de nitrifica tion, se conda ry

cla rifie rs , filte rs , a  chlorine  dis infe ction conta ct ta nk, de chlorina tion, a  s ludge  holding

ta nk, s ludge  be lt pre s s  thicke ne rs , a nd e fflue nt pump s ta tion, a nd a  cla y line d e fflue nt

holding pond. The  e fflue nt ge ne ra te d  is  d is cha rge d  in to  a n  unna me d tribu ta ry to

Volunte e r Wa s h  a s  re gula te d  by the  Arizona  Dis cha rge  Elimina tion  S ys te m pe rmit

AZ0024708 and/or by reuse  under a  va lid reuse  pe rmit."

I

The re  is  no me ntion of a  la ke  with a  founta in, wa te rfa lls , s tre a mbe ds  or othe r a dditiona l

pond within the  Compa ny's  AP P .

Q- What is  S ta ff's  unde rs tanding  of an  APP?

It is  S ta ffs  unde rs tanding tha t the  APP se rves  a s  a  b1_ue  print a s  to wha t the  Company is

a llowed to cons truct.

Q, So Staff would agree after reading the Company's APP, that the Company is allowed

to construct a clay lined effluent holding pond?

Yes.

Q- In Staff data request 5.3, did Staff specifically ask the Company why the lake,

waterfalls, streambed and other pond were not mentioned in the APP?

A. Yes.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

2 1

2 2

23

24

25

26

27

28

29

30

Q, What was the Company's response?

A.

A.

A.

A. The  Company responded tha t "the  lake , wa te r fa ll, s tream and pond and a ll wa te r fea tures ,

a re  lined and pa rt of the  APP facilitie s .

I
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1 Q Wh a t is  S ta ffs  p o s itio n

Sta ff does  not agree . S ta ff, a s  s ta ted ea rlie r, be lieves  the  Company is  a llowed to cons truct

a  clay lined e ffluent holding pond, and tha t any additiona l, decora tive  fea tures  beyond tha t

a re  a t the  Company's  discre tion and not required by ADEQ

6 Q Please comment on Mr. Bourassa's statement that effluent used for the purpose of

turf irrigation is beneficial to the Company? See Bourassa RT at 9

S ta ff a gre e s  with the  Compa ny's  s ta te me nt tha t the  us e  of e fflue nt for turf initia tion is

bene ficia l. Howeve r, tha t is  not a t is s ue , wha t is  a t is s ue  is  whe the r the  ra te  paye rs  s hould

pickup the  cos ts  of thes e  additiona l wa te r fea tures  tha t were  not included in the  APP

12 Q Was the Company able to respond to Staffs data request 5.2 which asked for a

breakout of significant items included in the wastewater aeration system such as the

lake, waterfalls, streambeds and pond?

No, S ta ff e -ma ile d  a  copy of a n  invoice  in  the  a mount o f $178 ,703  Hom Re d Rock

Contractors  which conta ined the  Flags ta ff Meadows Wate r Fea ture  P roject Ove rview, and

asked the  Company to breakout these  costs . The  Company responded tha t it was unable  to

breakout these  costs

20 Q Does  S ta ff know if the  pond mentioned in  the  APP is  inc luded in  th is  invoice

No, the  invoice  doe s  not me ntion the  uppe r pond, a nd the  Compa ny wa s  una ble  to

bre a kout the  pond cos ts  for S ta ff. The re fore , S ta ff, a s  in its  dire ct te s timony, be lie ve s  the

wa te r fe a ture s  a re  not a  ne ce s s a ry compone nt of the  utility s ys te m, but contribute  to a

pa rk-like  s e tting for the  ge ne ra l de ve lopme nt which ha s  a lre a dy profite d the  owne rs

through the  sa le  of homes  in the  Flags ta ff Meadows deve lopment project, and these  cos ts

should be  disa llowed

28 Q Are there also power costs involved to pump water from the holding pond to the

lake, and other costs related to operating the lake fountain?
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Yes, however at this point Staff is unable to breakout these costs, but recommends that the

Company be required to separate these costs in its next rate application so that these

expenses can be independently analyzed

5 Q Mr. Bourassa states that Staff disallowed $99,272 of easts related to wastewater

treatment plant #2, but should have included this amount as there is other sufficient

supporting documentation to substantiate the costs. See Bourassa RT at 5. Does

Staff accept this number?

No, as  mentioned earlie r in response  to S ta ff da ta  request 2. 1 , the  Company supplied Sta ff

with a  de ta ile d s che dule  of a ccount ba la nce s  in which the  Compa ny s ta te d tha t a ccount

380 Tre a tme nt a nd Dis pos a l Equipme nt Tre a tme nt P la nt # 2 wa s  va lue d a t $546,704

Howe ve r, pe r e xa mina tion of the  Compa ny's  re sponse to S ta ff da ta reques t number 3.18

in which S ta ff a sked for a  de ta iled line  item schedule  of a ll cos ts  incurred from Santee  for

Trea tment P lant # 2, the  Company pre sented S ta ff with a  diffe rent amount, The  Company

s ta te d tha t: "Our re vie w of the se  cos ts , contra ct billings  a nd cha nge  orde r billings  found

the  following S a nte e  invoice s  to be  a pplica ble  to the  cos ts  for a ccount # 380 Tre a tme nt

a nd Dis pos a l Equipme nt, Tre a tme nt P la nt #  2 ." The  re vis e d cos t pre s e nte d by the

Compa ny for Tre a tme nt P la nt # 2 is  $463,011, a  s hortfa ll of $83,693. The re fore , this

le nds  cre de nce to  S ta ff's a d ju s tme n t a s  th e re  is  n o t o th e r s u ffic ie n t s u p p o rtin g

documenta tion to subs tantia te  these  cos ts  ($83,693) due  to the  Company's  own admiss ion

tha t it doe s  no t e xis t. The re fore , S ta ff is  only ma lting  a  $13,579 a djus tme nt (i.e

$463,0l l-$449,432 the  numbe r of ca nce lle d che cks ),for unsubs ta ntia te d docume nta tion

This  adjus tment is  re flected a t line  4 of S ta ff Revised Surrebutta l Schedule  JMM-WW4
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1 Q Mr. Bourassa states that accumulated amortization of CIAC should be increased to

reflect 2 years of amortization. See Bourassa RT at 6. Does Staff accept this

Ye s . Howe ve r. the  a mount will d iffe r due  to  S ta ff's  CIAC a mortiza tion  ra te  which  is

ca lcula te d  from the  p la nt in  s e rvice  de pre cia tion  compos ite  ra te . S ta ffs  a d jus tme nt

increa se s  accumula ted amortiza tion by $4,142, from $8,283 to $12,425 a s  the  a ssocia ted

a ccumula te d a mortiza tion s hould include 2  ye a rs  .o f a mortiza tion  (us ing  a  % ye a r

conve ntion) s ta rting in 2004. This  a djus tme nt is  shown on Re vise d S urre butta l S che dule

10

11

12

Income Statement

Q Has Staff reviewed Mr. Bourassa's rebuttal testimony regarding the income

statement?

1 5 Q Please comment on Mr. Bourassa's statement that Staffs acceptance of the

Company's direct proposal to include the 350 projected customers is justified in

order to further penalize the Company? See Bourassa RT at 9

This statement is unfounded and incorrect. If you read through its direct testimony

submitted, Staff specifically states throughout its testimony that it has accepted the

Company's proposal in an effort to alleviate the rate burden on customers. as shown

below

S ta ff,  in a n  e ffo rt to  a lle via te  th e ra te burde n  on  cus tome rs , ha s  a cce pte d the

Compa ny's propos a l a nd will include  e s tima te d us a ge  of 350 home s  tha t a re  curre ntly

be ing  built, in  the  ra te  de s ign" S e e  Dire ct Te s timony of J e ffre y M. Michlik ("Michlik

DT") in the  Exe cutive  S umma ry

Why is  S ta ff a cce pting the s e  proje cte d numbe rs ? The  numbe rs  s ubmitte d  by the

Company are  known prob acts  currently under development and assume tha t the  homes will

be  bu ilt. The Co mp a n y h a s  p ro vid e d  th e s e  n u mb e rs in a n  e ffo rt to  min imize  the

impa ct on the  ra te s  a nd is  not inte nde d to s e t a ny pre ce de nt for this  or a ny othe r utility

re gula te d by the  Commis s ion." S e e  Michlik DT a t ll



Re vise d S urre butta l Te s timony of J e ffre y M. Michlik
Docke t No. WS-04235A-06-0303
Page 9

In an effort to lessen the rate impact on customers, the Company in its rate application

proposed including 350 homes that are currently being built. Staff accepted the

Company's proposal and has included these 350 customers in the rate design in order to

ameliorate the rate shock that current and future customers will experience." See Michlik

DT at 17

8

9

Rate Design

Q. Has Staff reviewed Mr. Bourassa's rebuttal testimony regarding Rate Design

1 2 Q Has Staff's rate design changed as a result of the Company's rebuttal testimony

Ye s , S ta ff ha s  provide d a  re vis e d ra te  de s ign, S e e  S ta ff Re vis e d S urre butta l S che dule

J MM-WW11

15 Q What is the rate impact on a %-inch meter residential customer using a median

consumption of 4,500 gallons

The  median usage  of re s identia l %-inch me te r cus tomers  is  4,500 ga llons  pe r month. The

'A-inch me te r re s identia l cus tomer would expe rience  $18.54 or 150.92 pe rcent increase  in

the ir monthly bill from $12.29 to  $30.83 unde r the  Compa ny's  propos e d ra te s  a nd a

$14.00 or 114.00 pe rce nt incre a s e  in  the ir monthly bill from $12.29 to  $26.29 unde r

S ta ff's  re commended ra te s . See  S ta ff Revised Surrebutta l Schedule  JMM-WWl2

23 Q. Does this conclude your surrebuttal testimony

Yes. it does



UTILITY SOURCE. LLC. Wastewater Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31. 2005

Revised Surrebuttal Schedule JMM-WW1

REVENUE REQUIREMENT

COMPANY
REBUTTAL
ORIGINAL

COMPANY
REBUTTAL

STAFF
SURREBUTTAL

ORIGINAL

STAFF
SURREBUTTAL

DESCRIPTION VALUE VALUE

1

2

$

$

1,314,093

(31 ,551 )

$

$

1,314,093

(31 ,551)

2.40%

$

$

1,113,582

(22,441 )

2.02%

s

$

1.113.582

(22,441 )

3

4 10.50% 10.50% 8.90%

5 137.980 137.980 99.109

6 169.531 169.479 121.549

s

$

7

Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (L2 / L1 )

Required Rate ofReturn

Required Operating Income (L4 * LI )

Operating lnoome Deficiency (LE . L2)

Gross Revenue Conversion Factor 1 .0000 1 .0000

8 159.479 189.479 121.549 121.549

g 113.905 113.905 113.905 113.905

10 283.384 283.384 s 235.454 235.454

11 148.79% 148.799 106.71% 106.71 %

12

Required Revenue Increase (L7 ' LE)

Adjusted Test YearRevenue

Proposed Annual Revenue (La + LE)

Required Increase in Revenue (%)

Rate of Return on Rate Base (%) 10.50% 10.50%

References
Column (A):
Column (B):
Column (C):
Column (D):

Company Rebuttal Schedule B-1
Company Rebuttal Schedule B~1
Staff Revised SurrebuttalSchedules JMM-WW2, JMM-WW7
StaffRevised Surrebuttal Schedules JMM-WW2, JMM-WW7



I

UTILITY SOURCE, LLC. - Wastewater Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Revised Surrebuttal Schedule JMM-WW2

RATE BASE I ORIGINAL COST

(B) (C)
STAFF

SURREBUTTAL
AS

ADJUSTED
LINE
n o .

(A)
COMPANY
REBUTTAL

AS
FILED

STAFF
3URRE8UTTAL
ADJUSTMENTS REF

1
2
3

$ $ 1 ,379,092
79,962

1 ,299,130

Plant in Service
Less: Accumulated Depreciation
Net Plant in Sen/ice $

1,595,481
96,191

1,499,290 $

(216,389) ADJ#1 $
(16,229) ADJ # 2

(200,160) $

LESS."

$ $ $4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

197,973
12,777

185,196
(352) ADJ # a
352

197,973
12,425

185,548

7 Advances in Aid of Construction (AIAC)

8 Customer Deposits

9 Deferred Income Tax Credits

A DD:

10 Unamortized Finance Charges

11 Deferred Tax Assets

12 Working Capital

13 Original Cost Rate Base $ 1,314,094 $ (200,512) $ 1,113,582

References:
Column (A), Company Rebuttal Schedule B-1
Column (B): ReVised Surrebuttal Schedule JMM-WW3
Column (C): Column (A) + Column (B)





LINE
NO. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Wastewater Division
Docket NO. WS-04235A-06-0303
Test Year Ended December 31, 2005

Revised Surrebuttal Schedule JMM-WW4

RATEBASE ADJUSTMENT no. 1 » PLANT ADJUSTMENTS

[BI

Treatment and Disposal Equipment (Account 380)
Totals $

1 .1()6.874
1,106,874 $

(216,389)
(216,389) $ 890.485

Staffs Calculation of Treatment and Disposal Eduinment (Account 380)
Adjustments for the Company's overstatement and understatement of sub accounts
Removal of manmade water falls. streams, ponds and lakes
Unsubstantiated costs of $13,579 relating to Treatment Plant No. 2

(24,107)
(178,703)

$ (215,389)

References
Column A:
Column B:
Column C:

Company Rebuttal Schedule B-1, Page 1
Testimony, JMM, Revised Surrebuttal Schedule JMM~WW3
Column [A] + Column [B]
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LINE
no. DESCRIPTION

COMPANY.
As FILED

STAFF
ADJUSTMENTS

STAFF
AS ADJUSTED

Utility Source, LLC. - Wastewater Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Revised Surrebuttal Schedule JMM-WW6

RATE BASE ADJUSTMENT no. 3 - ACCUMULATED AMORTIZATION OF CONSTRIBUTIONS IN AID OF CONSTRUCTION

1 Accumated Amortization of CIAC 12,777 $ (352) $ 12.425

3
4
5

Staffs amortization of CIAC
Amortization of CIAC
Composite amortization rate (see JMM~WW5)
Amortized CIAC

197.973
4.1840%

Plus prior year amortization (using 1/2 year convention)

6 Accumulated Amortization of CIAC 12.425

References
Column A:
Column B:
Column C:

Company Rebuttal Schedule B-1, Page 1
Testimony, JMM, Revised Surrebuttal Schedule JMM-WW3
Column [A] + Column [B]



Utility Source, LLC. - Wastewater Division
Dnckd No. WS-04235A-06-0303
Test Year Ended December 31. 2005

Revised surrebutzalSchedule JMM-WW7

OPERATING INCOME STATEMENT 2. ADJUSTED TEST YEAR AND STAFF RECOMMENDED

SURREBUTTAL
TEST bE,¢\R

STAFF
SURREBUTTAL

PROPOSED
CHANGES

STAFF
SURREBUTTAL

RECOMMENDEDDESCRIPTION

REBUTTAL
TEST YEAR
AS FILED

SURREBUTTAL
TEST YEAR

ADJUSTMENTS ADJUSTED

1
2
3

s 112,248 s 112,248 s 121.549 233.797
REVENUES

Flat Rate and Maefed Revenues
Misc. Service Reveries
Other Wastewater Revenues
Total Operating Revenues s 113.905 s

657
113.905 s 121.549

s $
OPERA TING EXPENSES

Salales and Wages
Pmuhased Wastewater Treatmerl
Sedge Removal Expense
Puathased Power
Fad for Power Producion

11.423

10

12 Materials and Supdbs
Canlractual Services Professional
Contractual Services- Testhg
Contractual Services- Other
Repairs and Maintenance
Waste Water Testing Expense

24

Transportation Expenses

Regulatory Commission Expense - Rate Casa
Miscellaneous Expense
Deprech\id\ Expose
Tax& Other Than Income
pmpeftv Toes
Inccxne Tax

(10,585) ADJ»1

1.475 ADJ#Z

21
Total Operating Exponsas
Operating Income (Loss)

s
s

145,456
(31 .551) s

(9,110)
9

s
s

138,346
(22,441 ) s 121.549

Refelenaes
Column (A): Company Rebuttal Schedule C-1
Column (B): Revised Suflvebullal Schedule JMM-WW8
Column (C): Column (A) 4 Column (B)
Column (D): Revised Swrehuttd Sdledula JMM-WW1

Column (E): Cdunn (C) 4» Column (D)



Utility Source, LLC. - Wastewater Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Revised Sunrebuttal Schedule JMM~WW8

SUMMARY OF OPERATING INCOME STATEMENT ADJUSTMENTS . TEST YEAR

COMPANY
REBU1'rAL
AS FILED

STAFF
SURREBUTrAL

ADJ #1
Depreciation Exe

STAFF
SURREB AL STAFF

SURREBUTTAL
ADJUSTEDDESCRIPTION Property Tax

112.248 112.245
1 REVENUES
2 Flat Rate and Metered Revenues

Misc. ServiceRevenues
Other Wastewater Revenues
Total Operating Revenues 113.905 113.905

6 OPERATING EXPENSES

10 17.423 17.423

Salaries and Wages
PurchasedWastewaterTreatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services- Professional
Contractual Services- Testing
Contractual Sewices- Other
Repairs and Maintenance
Waste Water Testing Expense
Rents

15.000 15.000

24

Transportation Expenses
Insurance
Regulatory Commission Expense- Rate Case
MiscellaneousExpense
Depreciation Expense
Taxes Other ThanIncome
Property Taxes
Income Tax

(10,585)

(10,585) 134.871
(20,966)

Total Operating Expenses
Opefwating Income (Loss) (31,551) (1 ,4̀ /5)
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UNE
no. Sn' Tax CalculationP

COMPANY
AS FILED

STAFF
ADJUSTMENT

STAFF
AS ADJUSTED

Utility Source. LLC. - Wastewater Division
Bucket No. WS-04235A-06-0303
Test Year Ended December 31 , 2005

Revised Surrebuhal Schedule JMM-WW10

OPERATING EXPENSE ADJUSTMENT NO. 2 . PROPERTY TAX

8]

1 Property Taxes 1.475 s

113.905

227.810

2
3
4
5
6
7
8
g
10
11
12
13
14
15
16

Staffs calculation of Prooertv Tax
Stat? Adjusted Test YearRevenues - 2005
Weight Factor
Subtotal (Line 1 ' Line 2)
Staff Recommended Revenue, Per Schedule JMM-WW1
Sublnlal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5/ L i re 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 • Line 8 )
Plus: 10% c# CWIP - 2002
Less: Net Book Value Of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 ' Line 13)
Composite Property Tax Rate (Per Company Sdwedde C-2, Page a, Line 16)

154.421

17
l a

Staff Proposed Property TaxExpense (Line 14 ' Una 15)
Company Proposed property Tax

19 lncleasd(Deaease) to Property Tax Expense

References
Column N Company Rebuttal Sdxedde B-1, Page 1
Column B: Testimony, JMM, Revised Sun'ebutlal Schedule JMM-WW8
ColuMn C: Column [A] + Column [B]



UTILITY SOURCE. LLC. - Wastewater Division
Docket No. W~04235A-06-0303
Test Year Ended December 31. 2005

Revised Surrebuttal Schedule JMM-WW11

RATE DESIGN

Monthly Minimum Charge
Present
Rates

Company
Proposed Rates Recommended Rates

Rate per 1,000 gal. water usage
Residential
Car washes, Laundromats, commercial, manufacturing
Hotels and Motels
Restaurants
Industrial Laundries
Waste Haulers
Restaurant Grease
Treatment Plant Sludge
Mud Sump Waste 250.00

171.20
149.80
171.20
535.00

Service Charges

3.00% Per Rule

1.50% 1.50%

Establishment
Establishment of Services after hours
Re-establishment of Service
Reconnection Services
Reconnection (Deliquent and After Hours)
Minimum Deposit Requirement
Deposit Interest
Charges for NSF Check
Deferred Payment Finance Charge
Late Payment, Per Month
Service Calls, per hour (After hours only)
Service Lateral Connection Charge
Residential
Commercial
Main Extension Tariff

500.00 500.00

Per Commission Rule R14-2-603(D)
Per Commission Rule R14-2-603(B)
Per Commission Rule R14-2-608(F)



4

*.

.J uT\uty SOURCE, LLC. - Wastewater Division
Docket No. WS-04235A-06-0303
Test Year Ended December 31, 2005

Revised Surrebuttal Schedule JMM-WW12

Typical Bill Analysis
General Service 3/4-lnch Meter

Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent

Increase

4,740 $ 12.94 $ 32.47 $ 19.53 150.92%

Company Proposed

Average Usage

Median Usage 4,500 12.29 30.83 $ 18.54 150.92%

Staff Recommended

4,740 $ 12.94 $ 27.69 $ 14.75 114.00%Average Usage

Median Usage 4_so0 12.29 26.29 $ 14.00 114.00%

Present 8» Proposed Rates (WiMoutTaxes)
General Service 3/4-Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
%

Increase

Staff
Recommended

Rates
%

Increase

$ $ $
1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
0,000

10,000
11 ,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

2.73
5.46
8.19

10.92
13.65
16.38
19.11
21 .84
24.57
27.30
30.03
32.76
35.49
38.22
40.95
43.68
46.41
49. 14
51 .87
54.60
68.25
81 .90
95.55

109.20
122.85
136.50
204.75
273.00

6.85
13.70
20.55
27.40
34.25
41 .10
47.95
54.80
61 .65
68.50
75.35
82.20
89.05
95.90

102.75
109.60
116.45
123.30
130.15
137.00
171 .25
205.50
239.75
274.00
308.25
342.50
513.75
685.00

150.92% .
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%
150.92%

5.84
11 .68
17.53
23.37
29.21
35.05
40.90
46,74
52.58
58.42
64.26
70.11
75.95
81 .79
87.63
93.48
99.32

105.16
111 .00
116.84
146.06
175.27
204.48
233.69
262.90
292.11
438.17
584.22

114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%
114.00%


